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Brazilian Finance and Credit, 


Investment and Holding 


Companies 


By Ralph von Gersdorff* 


An investment company’s principal business is that of investing 
the funds of others, its shareholders, in the securities of other 
companies. The investment company is a means of making avail- 
able to everyone, at a slight fee, the advantages of professional 
management. Some years ago, only the wealthy could hire ex- 
perts to manage their money. An investment company makes 
this available to everyone because it is the instrument through 
which various small investors can pool their money with those 
of other investors in order to obtain professional advice. This 
professional advice may vary according to each investor. De- 
pending on each investor's needs and aims, the investment com- 
pany’s advisor will suggest a portfolio giving the investor liquid- 
ity, diversification or capital return. But the main function of the 
investment company’s advisor is to make all these characteristics 
available to the small investor in a manner not obtainable by him 
if acting alone. 

In the United States the investment company may provide only 
professional advice, while it is the investment banker who car- 
ries out the activity of underwriting. But the investment banker 
also offers advice. In this case it is usually to the company whose 
shares he is underwriting. In my text I shall discuss both activi- 
ties, and as we shall see, an example, Deltec S.A., in Brazil carries 
on both functions, and it is therefore of vital importance to the 
economy because it channels savings into productive industries. 


* This study was written in Rio while the author was participating in 
a Harvard project on problems of private capital formation. 
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The “open-end” type of companies are sometimes also called 
mutual investment funds, mutual funds, investment funds and 
investing companies. “Closed-end” investment companies in- 
crease their capital as other corporations do by voting eventual 
capital increases in General Assemblies. Once their shares are 
issued they can be bought by new investors only as shareholders 
decide to relinquish their holdings. “Open-end’ investment 
companies increase their capital at any time, selling their shares 
constantly to the public. Old shares may be tendered to these com- 
panies for redemption at asset value any time. Of this latter 
type, there are only two corporations operating in Brazil, 
CRESCINCO and “Fundo Brasil” (Brasil de Investimento 
Gerais). The latter only redeems shares by law, but not in 
practice. Through participation in the ownership of industry 
and other lines of business, the investment companies provide for 
the shareholder’s funds a partial long-term hedge against infla- 
tion, because it is expected that the share’s value and income, will 
run parallel to the cost of living. In the United States there 
are more than a million individuals and organizations who have 
over three billion dollars invested in mutual investment funds. 
The assets of U. S. investment companies amounted to 10 billion 
dollars in 1957 and to 15 billion in 1958. The shares of these 
companies are widely used for many personal and business uses, 
including funds for education, pension and other retirement plans, 
gifts and family protection, and corporate reserves. This is not 
to be regarded as an implication that trustees generally have 
selected mutual funds. The nature of trustees of such funds 
differ, as do the restrictions under which various trustees operate. 
Under the U.S. Investment Company Act of 1940, all investment 
companies must register with the Federal Government, and are 
subject to regulations designed to protect the investor. Govern- 
ment regulation does not involve supervision of management or 
investment procedures or policies. 


In Brazil, the first investment company was founded in 1946 
(Deltec S.A.) and the first financing company Companhia Bra- 
sileira de Investimentos, C.B.I.,) acceptance business in the same 
year. The authorizations to operate in Brazil are granted by the 
Superintendency of Currency and Credit (SUMOC). This Fed- 
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eral monetary and credit control organ (substitute for a central 
bank)* disposes of facilities to filter the concessions of authoriza- 
tions, but until now it did not succeed in establishing notions 
of homogeneity in this sector. Brazilian investment companies 
may e.g. not operate in the real estate sector, but five of them 
specialize precisely in this branch. A frame-regulation for the 
establishment, operation, functions and fiscalization of credit, 
financing and investment organizations has not yet been issued, 
only an edict at end of 1959, Portaria 309 of the Minister of 
Finance of November 30, published in the “Diario Oficial”, 
No. 274, 1/12/59, Sec. I, p. 25152/4). 


Historical abstract, espectally on Deltec S.A. In its early stages, 
the Brazilian railways, port facilities and even municipal develop- 
ments depended on foreign loans almost entirely. There was 
a brisk stock exchange at the turn of the century, and a very 
speculative one, but until recently only very few large companies 
dared to open themselves up to public participation. During the 
past few years the tradition of a family owned concern, or fully 
controlled foreign subsidiary, has been broken, and this year 
(1960) even the huge dynastic horizontal combine of Matarazzo 
family offered one-third of its stock to the public. The official 
stock exchanges have grown considerably in the value of stock 
transactions, even though their main business is still auctioning 
import exchange permits. This development of the local secu- 
rities market is due to the effort of investment brokers that had 
forseen the need to organize sources of medium and long-term 
investment capital in this rapidly industrializing country with 
enormous potential, and were convinced that the lesson of indus- 
trial development of the United States over the past 100 years 
could be successfully applied in Brazil. 


Deltec S.A. is an example of how one of the earliest ven- 
tures in investment banking in Brazil has helped the country’s 
economy. Founded by the U. S. citizen Clarence Dauphinot Jr. 
in 1946, it undertook to place common stock for one of Amerti- 


1 Cf. Ralph von Gersdorff: “Central Banking Problems in Brazil’’, in 
the Economic Journal, Weltwirtschatliches Archiv, Kiel, W. Germany, 
December, 1960. 
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can & Foreign Power's Brazilian subsidiaries, Cia. Paulista de 
Forca e Luz, which furnishes light and power to the State of Sio 
Paulo. This eventually resulted in placing over Cr. 300 million 
of Paulista stock in the hands of more than 13,000 different 
buyers. The Deltec sales-force of some 40 individuals travelled 
through the interior of the State, where the company operates, 
and town by town, door by door, visited every individual and 
every company where there was reason to believe some capital 
existed. The Cr 300 million were placed over a period of three 
years and during that time the salesmen made over 70,000 calls. 
In almost every case these calls necessitated an explanation of the 
rudiments of investments. The people visited did not know 
what a common stock was. It was extremely difficult for them to 
agree to pay a substantial amount of money for what to them 
was a piece of paper. However, persistence finally achieved sub- 
stantial results. The expansion program presently being car- 
ried out by the Power Co. financed in large part by increases 
in capital through public financing as described above, is of in- 
valuable worth to the state of Sao Paulo and the country as a 
whole. The industrial growth of the richest of the Brazilian 
states has been so great since the last war that the utility companies 
have not been able to meet the tremendous demands made upon 
them. In the case of “Paulista”, for example, the utility com- 
pany mentioned above, the number of consumers increased by 
77% and consumption in kilowatts by 137% between 1942 and 
1952. Asa result of its program, however, “Paulista” increased 
its capacity from 101,000 kilowatts in 1952 to 226,000 kilowatts 
by 1956. 


As said above, the beginnings of this pioneering work were 
not easy. A healthy interest in securities had to be created and 
stimulated. The early issues of utility stocks were often sold 
by Deltec on the basis of community appeal (interest of the 
electricity consumers to get more power), rather than on the 
basis of understanding the investment value. The potential in- 
vestors even today were to be canvassed by the Deltec representa- 
tives on a door-to-door basis, and the public has to be informed 
with facts and figures about morose and tax-burdened real estate 
inflation hedges. The data on Brazilian Stocks and Companies 
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had to be assembled from scratch, as there were no reliable out- 
side sources of information. Today Deltec’s Research Depart- 
ment is a very reliable and unique depositary of know-how and 
facts on Brazilian corporate and industrial life. Deltec had to 
design specific capital structures and types of securities suitable 
for a growth and inflationary economy. A hybrid fully partici- 
pating preferred stock, with a 12% prior dividend is a typical 
example of such a security. 

During the fifteen years of Deltec’s pioneering as an invest- 
ment banker it has literally created thousands of new stockholders 
and placed over Cr. 7 billion of new issues (about US $50 
million). During this period there were numerous attempts to 
venture into investment banking by small and big entrepreneurs, 
but most of them lacked either the feeling for the difficulties 
of investment techniques or integrity of purpose, and their con- 
tribution to the development of the securities wes either negative 
or transitory. One investment fund that survived was the Inter- 
national Basic Economy Corporation venture into investment 
banking (CRESCINCO). 

Most of the companies whose capital issues were placed by 
Deltec had opened themselves to the public for the first time, 
and many have used Deltec successfully for the new issues. The 
industries that raised their capital through Deltec are varied, 
such as utilities, cement, electric motors and appliances, garment 
and stores, auto-manufacturers, chemical and pharmaceuticals, 
steel, heavy machinery. Some of these were subsidiaries of for- 
eign companies, and many were formerly closely-held family 
concerns in Brazil. 

Apart from this material possibility to raise outside capital that 
Deltec provided to the local industry, there is a very important 
aspect in Deltec activity: The Brazilian public is beginning to 
become securities minded and thus indirectly interested in indus- 
trial and economic activity. The government officials, legisla- 
tors and labour leaders are penetrating the mysteries of capitalism 
and elaborating sophisticated capitalization schemes for the gov- 
ernment controlled projects, and even for primary school finan- 
cing. In such a climate of personal participation in industrial 
results and techniques for pooling resources, an enterprise and 
development cannot fail to progress. 
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The magnitude as well as the methods used by Deltec can be 
illustrated by an example of recently concluded placement of 
Willys-Overland do Brasil S.A. controlled by Kaiser Industries 
Incorporated. WOB (Willys) is today the largest auto manufac- 
turer in Brazil, producing jeeps (95% of the material Brazilian 
components), Willys Station Wagons, Aero-Willys, sedans and 
Dauphine compacts for Renault. Of its capital of Cr. 5.6 bil- 
lion over Cr. 2 billion were raised by Deltec in successive stages 
of plant expansion during the past 2 years. The shares of Com- 
mon Stock were priced at Cr. 110 (less than a dollar per share) 
and were accessible for investment by the most modest incomes. 
Over 400 trained salesmen promoted their placement by foot 
and jeep all over Brazil. As a result, Willys has today the 
largest number of shareholders in Brazil (over 40,000) and is 
already one of the most actively traded stocks on the market. Its 
dividend policy (quarterly instead of the more common annual 
basis) and informative reports to stockholders are setting the 
trend for stockholder relations. It is unlikely that without such 
mobilization of local savings, Willys could have undertaken such 


rapid and successful expansion in Brazil. Deltec is today a suc- 
cessful organization in Brazil, and its example has set a pattern 
for investment banks in other Latin American countries. 


Legislation. Legislation on the investment, finance and credit 
companies prior to the Edict (Portaria) no. 309 of November 30, 
1959, (which should have been published a long time before that 
date!) has been mainly concerned with the fixing of a minimum 
capital (between 20 to 50 million Cr.), fixing at 50% the per- 
centage of capital which has to be paid up when an investment 
company is founded or increases its capital and fixing maximum 
proportions between own capital and the participation fund in 
order to appease the banks who are afraid that the investment 
companies will develop in the direction of becoming their poten- 
tial competitors. Moreover, the Decree-laws no. 7,583 and 9,603 
of May 25, 1945 and August 16, 1946, respectively, prohibited 
these companies to transact with the Bank Loan Fund (Caixa 
de Mobilizacgéo Bancaria, Banking Mobilization Fund), the ulti- 
mate emergency lender of the banks, and to accept any cash de- 
posits from third parties who are not stockholders owning regis- 
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tered stock as well as permit the handling of their accounts by 
means of checks issued against them. The above mentioned 
Edict, issued by the Finance Minister, only put into the form 
of a legal provision what there already in fact existed, and 
did not touch the function of the very fictitious ‘usury law’, which 
is not respected by these companies because they trade the 
medium-term credit bills, the ‘duplicatas’, as their material prop- 
erty at any discount price. A greater flexibility of this law, 
which fixes the maximum interest payable at 12%, is desirable in 
view of the constant monetary devaluation. Even the financing 
companies paying 25% to their shareholders could not escape the 
effects of the rise of the general price level by 40% in 1959. 


The Brazilian investment, finance and credit companies are 
constituted as ‘participation companies’ (sociedades em conta de 
participacao) according to the Commercial Law (Codigo Comer- 
cial) articles no. 325 to 328 (see also Carvalho Mendonca: Tra- 
tado de Direito Comercial Brasileiro, vol. IV, pp. 223, 226, 227). 


The above mentioned Edict no. 309 of November 30, 1959 has 
been altered by Edict no. 188 of June 21, 1960, published in the 
official gazette “Diario Oficial” of the Union of June 25, 1960. 
In this new Edict it is stated that the amount of the deposits 
made by the shareholders of investment, finance and credit com- 
panies and the funds of third parties on their participation or 
condominium accounts may not surpass, in total, five times the 
paid up capital and the free reserves of the company which re- 
ceives them. If this amount does not surpass three times the 
paid up capital and free reserves the percentage of the deposits 
which have to be placed at the disposal of SUMOC in the Banco 
do Brasil (in order to be frozen) is 3% (compare item no. V 
of Edict no. 309). For any amount which exceeds three times 
capital and reserves the percentage is the same as that fixed for 
long-term deposits in the banks (at present 7%). The first 
compulsory deposits at order of SUMOC can be paid to the 
Banco do Brazil in six monthly instalments beginning with June 
30, 1960 as instalment for the month of May 1960. 50% of 
the compulsory deposits can be made with public debt bonds of 
the Union counted with their face value. All the compulsory 
deposits can be made to the local agencies of the Banco do 
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Brasil. Further legislation on the compulsory deposits applying 
to the investment, finance and credit companies consists of 
Decree-law no. 7293 of February 2, 1945 (establishment of 
SUMOC), article 4 and cicular letter no. 46 (July 8, 1960), no. 43 
(December 3, 1959) and no. 48 (August 3, 1960) of SUMOC. 
These anti-inflationary measures are unfortunately not sufficient 
to stop inflation whose real sources are deficit spending by the 
Government and credit expansion by the commercial banks. Edict 
no. 309 is sanctioning the high interest rates of the finance and 
credit companies (mutual acceptance funds) which are 24% p.a. 
on the average. Thus the acceptance companies are disturbing 
the capital market. As the above mentioned usury law is in 
conflict with the development of inflation the foundation of an 
acceptance company or the joining of such a company is often 
the only way to escape monetary devaluation, at least partly. 
Due to the inflationary disequilibrium in Brazil the acceptance 
companies provide higher profits than investment in real estate. 
The acceptance and investment companies force the banks to 
offer higher interest rates. The “Boletim Cambial” (Rio, Sept. 
22, 1959) suggested in view of the problem of the competition 
which the acceptance companies are making with the commercial 
banks, that the interest rate for long-term deposits should be in- 
creased to 8% and the one for “popular deposits’’ deposits 
limited to a maximum of Cr. 500,000.—) to 6%. 


Mutual Acceptance Funds (financing and credit companies, in- 
vestment trusts, or sales financing companies). The acceptance 
funds, also called commercial participation funds (Fundos de 
Participacao Mercantil), which operate in Brazil, invest the funds 
of their clients in the financing of medium-term installment sales 
practiced generally by commercial and even industrial firms. The 
funds receive as their remuneration a part of the profits of these 
sales. They have thus to be considered as financing and credit 
organizations. Just like the shares of the open-end investment 
funds CRESCINCO and Brazil, the shares of the acceptance 
funds are not marketable at the official stock exchanges. All 
these funds are legally constituted as “Participation Societies” 
(Sociedades em Conta de Participacao). On the other hand, 
the ‘‘Valéria Investment Funds” operated by the firm Deltec S.A. 
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and the other Brazilian investment companies are closed-end 
societies, being stock corporations with a fixed capital which have 
the function to form and administer paper holdings. In 1959 
out of the 64 investment, financing and credit companies (all 
authorized by SUMOC) 32 were pure acceptance funds, 16 were 
mixed, especially those controlled by banks, and 16 were deal- 
ing only in securities. The mixed funds deal with acceptance 
in one section and with bonds and shares in the other. The 
majority of the funds have thus directed their activities towards 
discounting commercial bonds of durable goods. Some of them, 
however, do not limit themselves to this but finance the purchase 
of “‘agios’” at the auctions on the stock exchange. There are 
only two companies connected with stock exchange circles: “Pires 
Germano” in Sao Paulo (the stock broker Pires Germano) and 
“Investimentos Unidos” in Rio (Willemsen). At first, only 
General Motors and the Ford Motor Co. financed the purchase 
of vehicles or refrigerators for their customers. Later, ‘“WVD” 
followed the same practice for Volkswagen, and “SAFIC’’ for 
Brasmotor, “Cofibras Orcica’ for Wemag-Serva-Ribeiro and 
“Brasileira de Investimentos”’ (partially). Finally, there appeared 
some companies without connection with the manufacturers who 
follow this trend. But there is also the case of companies that 
no longer operate, although they still hold the SUMOC author- 
ization. 

The interest of the banks in this medium term discount sector 
is considerable. The following participations can be quoted: 
|. Banco de Comercio e Industria de S40 Paulo (Fiducial, Indus- 
comio), 2. Banco Mercantil de Sao Paulo (Finansa), 3. Banco 
Novo Mundo (Cofibras, investments on April 30, 1960: 460 
million Cr.), 4. Banco da Lavoura de Minas Gerais (Mineira 
de Investimentos), 5. Banco Boa Vista (Credito e Financia- 
mento), 6. Banque de Paris et Pays Bas Rothschild (Financiadora 
Internacional do Brasil), 7. Banque de I'Indochine (Credit Fon- 
cier, Investa), 8. Banco Francés e Brasileiro S.A. (Cia. Sul 
Americana de Investimentos, Credito e Financiamento and Fundo 
de Educacao Assegurada, capital in 1960: 120 million Cr.). The 
last bank is the correspondent of the Crédit Lyonnais, Paris. 
Finally, there are two enterprises which enjoy the participation 
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of Mr. Theodore Seiler, representative in Brazil of the Swiss Bank 
Corporation, Basle. However, in view of the fact that he also 
represents other groups and also works for his own account it is 
not known whether the “Rio Negro Investimentos’’ and the 
“Corporacao de Investimentos Financeiros’” count with the par- 
ticipation of banking interests. 

Investors who want to buy quotas of acceptance companies 
can do this at any time, even in small denominations as 5, 10, 
20, 50, and 100, thousand Cruzeiros. These quotas are not nego- 
tiable but can be transferred to third parties, against payment 
of a fee of 1% on the nominal value. They are callable at 
their nominal value with a notice of 120 days, since Nov. 30, 
1959 180 days, normally after the 6th or 7th month of the dura- 
tion of the contract. The companies pay 1 to 2% per month 
interest and guarantee a total yield of 18% p.a. Only after pay- 
ment of this interest amount they can earn every three months 
1.5% interest on the total paid up capital of the account “quotas 
of participants’. As during the past years the yields of the 
quotas have been around 22 to 28% the companies promise in 
their newspaper advertisements to pay 22 to 24% interest p.a. 
The monthly payments are made against coupons which are sup- 
plied when the certificates are sold. Those participants who ask 
for repayment lose their right to get more than 12% p.a. The 
quotas are only redeemable when the company goes into liquida- 
tion or declares itself bankrupt. Interest payments can be re- 
invested immediately with the right on interest for the reinvest- 
ments (compound interest). The acceptance companies grant 
medium-term loans to firms against ‘‘duplicatas” * as collateral 
or guarantee which were issued on the basis of instalment sales, 
preferably sales with retention of title (right of property retained 
by the selling firm). Only firms with a good reputation, credit 
standing and solvency are chosen by the acceptance companies. 


As mentioned above, some automobile manufacturers have their 
own acceptance companies and an apparel and textile retail firm, 
the ‘‘Ducal”” which has 12 shops in Rio, even issues short-term 


2 Bills described in R. V. Gersdorff: Central Banking Problems in 
Brazil, op. cit., p. 309. 
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(6 months) debenture bonds. These bonds are redeemable after 
5 months and yield an interest of 18% p.a. 
Cruzeiros 

Purchase value of a Ducal-debenture ........................ 

Net value of the redeemed debenture ..... 

Exchange (market) profit per debenture 4 

Net monthly profit Beast dee eee Ra Selb estas acid : 

I I seaside cack cca lotic sadutnhaciiniatcnaicies 


With the proceeds of the Sannin sold, the Ducal lisucen the 
expansion of its installment sales which cover on the average a 
period of 6 months. The debentures are guaranteed by the net 
assets of Ducal which amounted on December 31, 1959 to Cr. 
387.7 million. They offer such high and convincing legal guar- 
antees that they were still very attractive for investors in 1959. 

The yzelds of the acceptance companies were high in 1959, but 
did not increase in comparison with 1958. On the contrary, the 
rising competition observed in this sector caused a decrease of the 
tates of interest and yields. The CIBRAFI for example an- 
nounced that its clients (participants) received 24.63% p.a. in 
1959. In 1958 the profits of the acceptance companies were 
still around 30% p.a. They buy durable consumer goods such 
as cars, refrigerators, etc., on a cash basis, receiving discounts of 
12 to 17%. When they resell these goods with installments 
they get the usual 12% on the installments due and their risk 
is relatively small because most goods are sold with retention 
of title. 

The business of the acceptance companies expanded very much 
in recent years because installment sales were not much financed 
by the banks. For this reason the business of the investment 
companies (underwriters, investment bankers)’ and the insurance 
companies did expand only to a small degree, a very deplorable 
development from the point of view of capital formation. The 
volume of acceptance business has been estimated to be for 1958 
Cr. 1-2 and for 1959, 3.8 billion. One expects for 1960 6 billion 
GM, Ford and Volkswagen had plans to expand their installment 
business in 1960.° The biggest acceptance companies in 1958 
were the following (1): 


8 Cf. G. Banaskiwitz: O Brasil em 1958 (mimeogr.) Sao Paulo 1959, 
p. 18; and O Brasil em 1959 (mimeogr.) Sao Paulo, 1960, p. 25. 
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In million Cr. 
Participation Capital & Shareholders 
Fund Reserves 
CBI (Brasileira de Investimentos) 240 36 Paulo Ribeiro 
Sulamericana de Investimentos .... 22 Maldonado 
(official broker in S.P.)........ — 
Pires Germano P. Germano 
Cibrafi Grassi 
Littlejohn 

Other estimates state that the total business of the acceptance 
companies did not surpass one billion Cr. till the end of 1959 
whereas the total deposits in the private commercial banks 
amounted to 223 billion Cr. at the same time. The total of 
capital and reserves of the acceptance companies for December 
31, 1959 was estimated to be 1.2 billion Cr. and the total parti- 
cipations in these companies 3.8 billion Cr. Out of the latter 
sum FINASA alone had 2078 million Cr. (group: Banco Mer- 
cantil de Sao Paulo, Banco de Sao Paulo and 11 other banks. The 
acceptance companies do not finance more than 5% of the total 
sales of the automotive industry. Banks and other enterprises 
have begun to found their own acceptance companies, the for- 
mer in order not to have to lose any more deposits to the ac- 
ceptance sector. 

It is interesting to see which banks and firms bought shares 
of the acceptance company FINASA when the latter increased 
its capital from 125 to 750 million Cr.: Banco Mercantil de Sao 
Paulo 100 million, Klabin Brothers 100 million, Deltex-Cobra 
and Valerias 40 m., Banco Comércio e Industria de Sao Paulo 
35 m., Banco Financial Novo Mundo 30 m., Comercial Agricola 
Sant’Ana and Banco Nacional de Comércio de Sao Paulo 30 m., 
Banco Nordeste do Estado de S40 Paulo 25 m., Construtora de 
Osasco 20 m., Almeida Prado S/A 20 m., Banco da América 
15 m., Banco Ultramarino 10 m., Banco da Bahia 10 m., Banco 
Federal de Crédito 10 m., Confab (acceptance co.) 10 m., Banco 
Sul-Americano 5 m., Banco Paulista do Comércio 5 m., Banco 
Brasileiro de Descontos 5 m., Banco Moreira Salles 5 m., Banco 
Comercial do Parana 3 m., Banco Francés e Brasileiro 2m. Some 
of these banks have their own acceptance companies like Banco 
Novo Mundo, Banco Comercial e Industrial de Sao Paulo, 
Banco Francés e Brasileiro. The FINASA participates also in 
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other acceptance companies as for example in the FINASUL to- 
gether with the following banks of the State of Rio Grande do 
Sul: Banco Nacional do Comércio, Banco Indtstrial e Comercial 
do Sul and Banco Mercantil e Agricola. It hoped to sell indus- 
trial products of S4o Paulo on installment basis in Rio Grande do 


Sul with the help of the FINASUL. 


As the interest rates of the acceptance companies vary between 
24 and 36%, and even more, they are not accessible to more than 
95% of the industries which do not sell on an instalment basis. 

On the 21st of June 1960 it was decreed by Edict no. 300 of 
the Ministry of Finance that the acceptance companies have to 
place 1% of their assets in the Banco do Brasil as a compulsory 
deposit at the disposal of SUMOC. This rate was increased to 
3% on July 15th 1960. Against this sound policy of reducing the 
activity of these companies which mainly stimulate luxury con- 
sumption: (passenger cars, TV sets and other durable consumer 
goods) the arguments were put forward that these companies 
do not hold assets which are immediately realizable, having only 
those which never mature before one year has elapsed. More- 
over, it is argued, the difficulties put in the way of these com- 
panies will only have the result that interest rates for the financing 
of instalment sales will be increased and thus also the aggregate 
prices of the goods sold on instalment basis. In view of the 
industrialization policy of the Government it is criticized that 
the new measures will only eliminate the ‘‘valuable’” help of 
the acceptance companies supplied to the industry of durable 
consumer goods.* In the interest of the national economy it 
would be better to finance the capital goods industry first. It 
is absolutely absurd in an underdeveloped country like Brazil to 
allow the copious financing of the consumer goods industry 
by inflationary processes when the capital goods industry still 
experiences a nearly complete absence of financing facilities. The 
decreasing or stabilization of prices would bring the acceptance 
companies into serious difficulties as they count with continuing 
inflation, and so much with an increase of productivity. As the 


* Cf, The newspaper O Estado de Sao Paulo: Taxas de aplicacao das 
companhias de investimento, Sao Paulo, July 7, 1960. 
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new Government Janio Quadros, which took office on the ist 
of February 1961 is determined to fight against inflation these 
difficulties might appear very soon. 

We should also consider here the exploitation of the con- 
sumer. The buyer of durable consumer goods on instalment 
basis is not only enabling the merchant to make high profits, 
but also enables the acceptance company to do so, and to pay 
the holders of its certificates and its shareholders high interest. 
The high level of prices and interest rates can thus be explained. 
A transfer of parts of profits from the merchants to the acceptance 
companies and from these to their certificate holders is taking 
place. In order to get cash firms sacrifice parts of their profits 
to the acceptance companies. They are able to increase their turn- 
over by this method, thus making more profit in the long run. 
The customer can pay by instalments, thus paying more in the 
long run he can use the bought commodities immediately, but he 
loses them and the already paid instalments if he does not pay 
one instalment as the selling firm keeps the retention of title 
(right of property). The monetary devaluation seems to favor 
him but in reality it is included in the calculations of the selling 
firm and the acceptance company. The extraordinary high de- 
valuation rate of 1959, however, could not be foreseen by the 
firms and acceptance companies. 

The medium term bills of exchange (duplicatas) issued by 
the acceptance companies are traded by the official stock brokers 
and their discounts vary according to the financial standing which 
the buyers of these bills attribute to the issuers. The responsibil- 
ity and liability is entirely with the enterprise financed by the 
acceptance company until the extinction of the respective bills of 
exchange. There is no organized market for shares or certifi- 
cates of acceptance companies yet, but some of these companies 
offer to re-purchase them. 

Whereas the Brazilian acceptance companies get their funds 
from individuals who do not get enough profit in the real estate 
sector the US sales finance companies (also called mutual ac- 
ceptance funds) are financed by the banks. Their interest rates 
are very high: 

Up to 100 35.5% p.a. 500-1,000 15% 
100-500 17% p.a. 1,000-2,000 10% 
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In Brazil the interest rate charged by the acceptance company 
does not vary. The risks in Brazil are taken by the instalment 
sales firm and not by the acceptance companies. If they were 
taken by the latter, their administrative cost would be much 
higher than they actually are and they would have to take 40% 
p. a. and not 30% p.a. as interest on their transactions. In the 
USA the risks are taken by the sales financing companies which 
receive their necessary funds from the banks as “unsecured per- 
sonal loans’’ with the high interest rates as follows: 


Real interest rates of the sales finance companies for some types 
of transactions in the USA 1959° 


Type Value of Cash down Terms of Real 
of transaction payments loansin interest 
transaction in US in US months rate in 


Furniture for homes 360 10 24 14.6 
Durable cons. goods 100 --- 20 35.6 
rr 3 = 500 --- 20 16.9 
1000 a 20 15.0 

Air tickets 291 30 20 21.6 
ig 24 909 91 20 18.9 
Fr 2763 ZT) 20 16.1 


Automobiles 3126 1042 30 i Be 


Sales financing in Brazil is due to high inflation with its discour- 
agement of saving and the encouragement to buy not only real 
estate but also durable goods on an instalment basis. It is not 
contributing to capital formation, only fostering consumption, thus 
a very unsound and undesirable development if one considers the 
interest of the whole national economy to accelerate capital forma- 
tion. Buyers in Brazil who pay the whole sum due in cash get 
discounts up to 30%. But not many take this advantage. The 
inflationary mentality is so deep rooted that very few save in order 
to accumulate the sum necessary for the acquisition of a durable 
commodity. Everybody thinks that he makes a good bargain 
when he pays by instalments as inflation increases. Some times 
he does, but business men are shrewd enough to protect them- 
selves, increasing the prices accordingly and mostly by not losing 
any usual profit at all. The administrators or general managers 


° The Kiplinger Magazine, May 1960, p. 11. 
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of the acceptance companies either receive a percentage of the 
profits or a percentage of the total “participation fund”. Their 
fees amount sometimes up to 25% of the former and up to 6% 
of the latter. Buyers of certificates of acceptance companies 
should consider that they have to pay a very high commission, 
usually 8 to 9%, so that they only can earn the more than 20% 
p.a. offered by these companies if they do not ask for repayment 
during quite a long period in order to compensate the high com- 
mission paid. Asking for repayment before 6 months have 
elapsed will even lead to a loss. 

Acceptance business or sales financing can only be recommended 
in view of capital formation if it finances the sale of capital goods 
such as heavy machinery, etc., and not the sale of consumer 
goods. In developed countries it is only recommendable in 
slump years and not in boom years. Pressure from those inter- 
ested in acceptance funds, strong in Congress and Government, 
did not allow their abolition or compulsory transformation into 
closed- or open-end investment companies dealing only with 
shares and bonds, and not with “‘duplicates’’ based on installment 
sales. Some measures to be taken against the inflationary effects 
of instalment sales (restriction of these sales, granting of better 
rediscount facilities and progressive rates of sales and stamp 
taxes) have already been proposed by the National Economic 
Council (Conselho Nacional de Economia) in its “General Re- 
port on the Economic Situation of Brazil in 1958” (pp. 23-24) 
but nothing has been decreed at the moment this is written 
(November 1960). The situation in Brazil is already such that 
the public does not want to buy on instalment because of need 
or because of the quality of the products but because of the 
credit facilities granted. These purchases increase the prices of 
these products because the interest rates of the acceptance com- 
panies are very high. As inflation stimulates consumption the 
consumer goods industry has been overexpanded at the expense 
of the capital goods industry. A very deplorable development 
indeed. 


Investment Companies (Investment Banking). As the private 
banks in Brazil nearly exclusively hold short-term deposits they 
only supply short-term credit so that with greater industrialization 
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during World War II the necessity to found institutions for the 
supply of medium- and long-term credit was felt. This led to 
the foundation of investment companies like Deltec S/A. These 
companies, however, operate as genuine investment banks. As 
introduction to this chapter we will give a short description of the 
activities of investment bankers as they are practiced in the 
USA. 

Investment bankers are buyers and sellers of securities. They 
are the intermediaries between security issuers and the investing 
public. Investment banks are the most important external source 
capable of providing capital for the business economy. 

They create capital by purchasing whole issues from public 
bodies or corporate issuers at wholesale, distributing at retail to 
institutional and individual investors. They awnderwrite stock 
sales by subscription rights; in such cases, they take up and dis- 
tribute the unsubscribed portion of issue. They advise the issuer 
as to the type of security to offer, the collateral to be furnished 
and the timing of the issue. They appraise the soundness of the 
security being marketed. They evaluate. It is the investment 
banker who channels savings into investment in securities issued 
by business. He is not to be confused with the securities ex- 
changes which facilitate the transfer of ownership after he has 
originated the issue of securities and distributed it to the investing 
public. 

On the basis of their functions three main groups of investment 
bankers can be distinguished: a) Orignators or investment houses: 
they are specialized in negotiating with a corporation which de- 
sires to sell. b) Wholesalers or underwriters: they assume a share 
in the risk. c) Retailers or dealers: they participate by agreement 
in the selling syndicate. 

Investment banking firms in the USA are often referred to as 
bond houses because activities once centered around bonds. Fol- 
lowing the increase in financing by stock during World War I 
these houses became primarily engaged in distribution of stock 
issues as well as bonds. 

The internal organizations ate considerably varied. Large in- 
tegrated operators such as Merrill Lynch (functions a-c above) 
are organized to perform: 
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1.) Purchasing: The investment bankers’ position is a strategi- 
cal one, able to determine the channels into which savings are 
directed. The individual has only a limited ability to appraise 
the merits of new securities. His chief reliance is on integrity, 
judgment and reputation of the sponsoring banker. The confi- 
dence imposed by the clientele places the great responsibility to 
exercise a high degree of care in originating new issues. 


2.) Sales: New purchases are seldom made with a view toward 
investment. The primary business is the merchandising of securi- 
ties. Purchases and sales are thus interrelated steps in a single 
process. The investment bankers market with the objectives of 
profit, speed and placement. 


3.) Market Stabilizing: The buying of a security for the pur- 
pose of preventing or retarding a decline in its open market price 
in order to facilitate the distribution to the public. 


4. Advisory Activities: Providing information in response to 
inquiries from prospective customers. The task of portfolio man- 
agement is rapidly becoming one of the most important phases 
of investment banking. The commissions of the investment 
bankers on the aggregate proceeds of the offering may command 
as much as 20% when the underwriting of an unseasoned stock 
issue is taking place, requiring an intensive selling campaign. 
Portions of the compensation for the investment banker are some- 
times paid in stock or option warrants to purchase stock in the 
future at fixed or graduated prices. Standby underwriters may 
receive flat commissions on the whole issue regardless of the 
amount they are required to take up; or they may receive 
a small rate on the entire issue plus a high rate on any portion 
they take up. 


Investment banking in the USA is regulated by private internal 
regulations through: a) The Investment Bankers’ Association of 
America. b) The National Association of Security Dealers. 
c) The Better Business Bureau in order to eliminate fraudulent 
practices. Through “Blue-sky” laws and “antifraud acts” the 
States attempt to protect investors, but often only provide for 
prosecution after the act. The Securities Act of 1933 requires 
corporations to provide prospective investors with the necessary 
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information to judge the worth of a new issue sold in interstate 
or foreign commerce or through the mails. 


Summarizing one can say that the function of investment bank- 
ers as related to an issue of securities is to investigate the affairs 
of the issuer and assist the issuer in designing the issue, to dis- 
tribute or sell the issue to investors and to assure to the issuer the 
funds needed on a certain day, which involves assuming the risk 
of what the issue may bring in the market. 


It is difficult to imagine how further expansion of the Brazilian 
economy can be achieved without further inflation or capital 
formation by fiscal measures if the investment banking system 
and the capital market in general is not efficiently organized 
and expanded in the future. No system of private enterprise 
can exist unless it is able to ratse capital for expansion, for new 
business and new products, the very function of an efficient and 
economically operated investment banking system. In the USA, 
perhaps the greatest supplier of long term capital is the insurance 
business including pension funds and social insurance. Unfor- 
tunately in Brazil neither the social nor the private insurance is 
yet contributing to capital formation, except the financing of the 


building trade. 


After World War II many investment companies were founded 
in Brazil, but most of them had to be liquidated when they came 
to know that it was not so easy to do business in this field as in 
the real estate sector where it was sufficient to open an office 
in order to participate in the advantages offered by the auto- 
matic increase of the value of real estate caused by inflation. In 
1955 out of 120 investment companies authorized to operate by 
SUMOC only 7 were really operating. The ‘‘valorization” by 
inflation, naturally, is also effective with shares and the companies 
periodically consolidate this effect by re-evaluations of their as- 
sets. Other companies are not doing this so that their shares 
really represent a great opportunity for the eventual buyer to 
make an “inflation profit." Therefore the interest in stock and 
stock exchanges increased. But also some big, well organized 
stock corporations are beginning to send, periodically, bulletins 
and leaflets to their shareholders giving them more information 
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on their activities than is contained in the usual year-end reports, 
balance sheets and profit and loss accounts. Most corporations 
do not even supply the latter to the shareholders, limiting them- 
selves to the publishing of largely faked balance sheets and 
profit and loss accounts in the official gazette, the “Diario 
Oficial”, to which they are forced by law. Much has still to be 
done in Brazil in the direction of convincing or inducing the 
stock corporations to inform their shareholders, and the public 
in general, fully and correctly on their activities and plans. 


With the proceeding development of a capital market in Brazil 
it becomes ever more important that the prospective investment 
public be made aware of certain important factors and concepts 
which prevail in mature investment circles. Such information 
would enable the new investor to decide more wisely his general 
course of action and help him to avoid the pitfalls of seemingly 
attractive but fly-by-night enterprises. Investment counsellors are 
vitally concerned with the dissemination of knowledge of the 
fundamental approaches to investment, since they can best help 
persons who have already some understanding of their needs 
and aims so that their dormant savings can be set to work for 
them in sound enterprises. It is therefore most advisable for 
firms who want to enter the field of investment banking that 
they organize immediately consulting services, which are well 
staffed with economists and investment bankers specialized in the 
securities business. Of great concern to any Brazilian investor 
is the question of the devaluation of the currency and the price 
inflation. Since both of these prevail today and might continue 
for some time, the individual with savings is naturally concerned 
with the protection of their real value, and putting his money 
to productive use is clearly preferable to hoarding it while it gets 
whittled down by forces which are beyond his control. But the 
investor must remember that normally safety decreases as yield 
increases. Since all securities involve some risk, however small, 
it is clear that owning a diversified portfolio spreads and thus 
lessens that risk. Therefore, especially in Brazil, prospective 
investors should be advised to buy investment certificates (type 
CRESCINCO) when they begin to save in the form of securi- 
ties. Afterwards they may be induced to buy varied securities 
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also, and shares of first class corporations. For the stock this 
might be described as an excess of earning power over interest 
or dividend requirements or as an excess of real value (determined 
by examining such items as assets, dividends, earnings) over 
price. The investor's margin lies in his investing only surplus 
savings, not funds he may need for current expenses. The more 
successfully Brazil's savings are drawn into her stock market, the 
more will the liquidity problem become a negligible one for most 
good issues. 

Speaking of the great future reserved for the Brazilian stock 
exchanges one must be very astonished about the draft-law which 
was read in 1960 in the Congress designed to eliminate the bearer 
shares (for better fiscal control), the very essence of the stock 
exchanges and the most important tools for capital formation 
and democratization of capital and capitalism in general. If the 
Congress passes this draft-law it will kill the stock exchanges 
and discourage investors who were finally convinced after the 
surmounting of so many difficulties to invest their savings in really 
productive enterprises. 

Some investment companies regularly issue or sell their shares 
above par. These shares are then traded on the stock exchange 
under their initial value and even under par value, sometimes 
with a discount of 10% without any basis for justification! As 
private securities are not popularized enough this causes the 
facility with which long-term credits are granted by the Banco do 
Brasil and some other enterprises. It would be better if these 
borrowers would take recourse to the stock exchange, issuing 
bonds (debentures) and or shares, increasing their capital by 
this process. 

During the period 1951-1955 nearly 3 billion Cr. of new issues 


were placed on the market by the investment companies:° 
Million Cr. 

BU Bind Gia IRS ooo cds ds saksn Oocccebtes aces Sockedsch ecco 
Consorcio de Investimentos . 
Interamericana de Investimentos . 
Finabraz 
Panamericana .... 
ROSHAN NN srs eel ei A ists cecautscusnsnt eda kwevstuaduciuetees a 


® Cf. Geraldo Banaskiwitz: Investimentos e Holdings, mimeogr., Sao 
Paulo 1955, p. 5. 
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As 25 to 30 billion Cr. are yearly issued by new companies and 
companies which increase their capital, the issues placed by the 
investment, companies represented only 3 to 5% of this total. 
This is already more than it was in the years before 1950 when 
in the sector “underwriting of new issues and sale to the public” 
very little was done. Since 1955, Deltec now practically alone 
in the underwriting field placed over Cr. 5,500 million. In com- 
parison with this, transactions on the stock exchanges with old 
securities have been much more important: Transactions on the 
Brazilian Stock Exchanges in private securities in million Cr.: 
1952: 1110, 1953: 2144, 1954: 2461. 

A close cooperation between investment companies and stock 
exchange will be necessary in the future in order to form a com- 
mon market which is capable of attracting private savings search- 
ing investment. The first step in the direction of this union was 
made when stock brokers were allowed by new legislation in 
1955 to found investment companies. So the first open-end fund 
in Brazil, the Companhia Brasil de Investimentos Gerais (Fundo 
Brasil), was founded by the broker Campos Fraga (stock ex- 
change of Sao Paulo). 

In its study “Analysis of Private Securities in Brazil” (Analise 
de titulos particulares no Brasil, Sao Paulo, 1959) the Consulting 
Department of the Stock Exchange of Sao Paulo comes to the 
conclusion (p. 54) that ‘‘the potential of the Brazilian market, 
for the stock exchange as well as for the investment companies, 
is practically unlimited. Although the majority of the enterprises 
are still practically closed to the public a doubling or even tripling 
of the present volume of business in shares is possible after a few 
years if it is stimulated by publicity campaigns, propaganda, ad- 
vertising and sales promotion”. Also Clarence Dauphinot Jr., 
the founder of the biggest Brazilian investment company, the 
Deltec S/A, said in an interview that the market could absorb 
the activities of more investment companies. The review ‘‘Banks 
and Insurance” (Bancos e Seguros) described this interview in 
its October-November number 1959 (no. 80, p. 3) as follows: 
“. . . it is interesting to note that Dauphinot has so much con- 
fidence in the future of Brazil that he speaks of the necessity to 
found more investment companies which are operating on a 
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honest and correct basis trying to improve still more and more the 
good reputation of the Brazilian securities market in order to 
favor in this way thousands of new small investors in a campaign 
of real democratization of capital, this all in enterprises which 
will be beneficial for the whole nation in the first place . . .” 
After the stabilization of the Cruzeiro undertaken by the new 
Government Janio Quadros, and the success achieved by the 
“Brazilian Association for Public Relations” (Associacgao Brasil- 
eira de Relacgoes Publicas) with its actual propaganda campaign 
lin favor of saving over the stock market, there can be no doubt 
that even the short-term prospects of newly founded investment 
companies could not be better than they actually are. 


The savings banks (monopoly of the Union), the social in- 
surance institutes" and the private insurance companies and the 
long-term credit market in general, are to a large extent independ- 
ent from the banking system. But if more long-term deposits are 
placed in the banks they can participate in the capital formation 
process, operating as direct underwriters or as participants in a 
syndicate of underwriters for the distribution of the risks; there 
must be a syndicate manager who launches the underwriting 
campaign and places the shares; the syndicate is liquidated after 
the placement of all the shares. 


The above quoted Edict no. 309 of the Finance Minister which 
regulates the investment companies should have been issued a 
long time before it was published on November 30, 1959. Be- 
fore the issue of this Edict and even under its regime the interested 
investors are left practically without any guarantees. Some com- 
panies sell shares on an instalment basis, ending up in authentic 
frauds. Some companies want to operate as brokers charging 
fabulous spreads for their services at the end of the transactions. 
It will be the task of the Government Janio Quadros to decree 
much more severe punishments for these frauds than are con- 
tained in the above mentioned Edict. According to this regula- 
tion SUMOC has the power to control the investment companies, 


7 Cf. Ralph von Gersdorff: Problems of Social Insurance in Brazil, in 
Bulletin of the International Social Security Association, Geneva, Decem- 
ber 1960. 
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even their book-keeping and all their papers. The companies 
have to send every month to SUMOC their balance sheet and 
profit and loss accounts. The directors of these companies have 
the same responsibility as directors of banks. Their credit terms 
may not be less than 6 months. They are not allowed to accept 
deposits, except from their own share and certificate holders. 


The investment companies have to invest 25% of their funds in 
agriculture and cattle-breeding (cf. Edict no. 309, article no. 
XXII). It will be interesting to see how far this provision has 
been executed by the investment companies. Already in the 
Edict it is stated that investment in the industry of agricultural 
machines and tractors will also be considered “agricultural in- 
vestments’ so that it cannot be expected that much capital can 
be channeled into agriculture in this way. On the one hand 
it is very praiseworthy that an effort is finally made to promote 
agriculture and cattle breeding, but on the other hand agriculture 
is a sector which lies quite far off the normal actitivies of invest- 
ment companies and it will be hard for SUMOC to control the 
rigorous execution of this provision. These companies will also 
find it unjust that they alone are forced to invest in agriculture 
when the commercial banks are not forced to do so with a part 
of their long-term deposits and also not the savings banks, the 
social insurance institutes and the private companies with part 
of their funds. The open end funds investing in shares only, have 
a certain tax advantage over closed-end funds. Their profits 
(to a great extent “capital gains’) are exempt from taxation. 
The small investment companies have to face the rising competi- 
tion of other applications of capital which offer higher rates of in- 
terest and profitableness (acceptance companies, ‘mercado tri- 
angular’—the “triangular deposits’ and they suffered by the 
lack of sufficiently high issues of private capital. Although 
the financing through acceptance by banks was easier in 1959 
than in the year before, the ‘‘closed companies’’ promoted their 
plans for the sale of shares. But they do not “open” their 
business admitting third parties in the board of directors or allow- 
ing that third individuals or bodies control even insignificant 
parts of their capital because the possibility continues to exist that 
they can remain in the old tradition to rely on credits of the 
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banks, even if they must pay a very high price for this, as hap- 
pened in 1959. It is quite clear that the companies distributing 
shares had to suffer the consequences: there is still a serious lack 
of good securities which can be offered on the market. Only 
in 1958 banking credit restrictions in some sectors forced a few 
companies to demand funds on the capital market, thus to “open” 
themselves to the investing public. 


In 1959 less new shares were offered on the market than dur- 
ing the preceding years. The subscriptions were ‘‘closed” and 
carrid out with the use of the credit of the banks. 


Transactions on the Stock Exchanges, only with private securities 
é& 7 
in Sao Paulo and Rio de Janeiro 


In © of the total issues 
Year Billion Cr. of private capital 
1955 2.5 
1956 3:9 
1957 
1958 
1959 


So long as the inflationary financing, as in 1959, continues, 
there is no interest of the private companies to get new funds 
on the market and offer shares. Transactions on the stock ex- 
changes decreased in 1959 as a logical consequence of the in- 
creasing devaluation of the Cruzeiro and the formidable amount 
of deposit currency in the banks. 


If the new Government under President Janio Quadros succeeds 
in stabilizing the Cruzeiro, new types of securities can be intro- 
duced which yield fixed interest rates. These can be introduced 
immediately after a fundamental reform of the stock exchanges 
and the foundation of an institution for the promotion of sav- 
ing through the purchase of securities, possibly following the 
experiences gained Mexico." Mexican experiences can also be 
used on the occasion of the introduction of these new types of 


8 Cf. R. V. Gersdorff and I. Schaafhausen: Mexico, a Way to Economic 
Development Between Government Control and Private Initiative, Ham- 
burg: Verlag Weltarchiv, 1958 (text in German). 
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securities which were mentioned by Paulo Leite Ribeiro in his 
article “The Regulation of the Credit, Financing and Investment 
Companies should lead to a Reform of the Financial System and 
the Monetary Authority’, published in the review “Revista Ban- 
caria Brasileira” (Rio, December 1959, pp. 29-3) and the review 
‘Desenvolvimento e Conjuntura’” (Rio, March 1960). As we 
described these securities in our book on ‘‘Measures to Promote 
Private Capital Formation i nthe Portuguese Empire: Saving Pos- 
sibilities and Financing Methods in Underdeveloped Areas’ ° we 
will quote here the respective paragraphs: 

“ . . + For the promotion of industrialization and for the con- 
struction of an infrastructure it is also necessary to found a mixed 
economy investment bank (this has been founded in 1959), a 
type of bank which has been introduced for example in Mexico 
with great success (Nacional Financiera S.A.). The N. F., 
founded in 1934, grants short-term and long-term credits, pur- 
chases securities of industrial enterprises, accepts credits of foreign 
government and private entities which it distributes to industry and 
develops the securities market. It issues so-called Participation 
Certificates (Certificados de Participacion), bonds in Mexican and 
foreign currency (Peso- and Dollar-Titulos Financieros) and 
Industry-Participation-Certificates (Certificados de Copropiedad 
Industrial). The participation certificates give their holders the 
right to be co-owners of an assortment of securities, which are 
in the portfolio of the N. F. Moreover, they have the guaran- 
tee of the N. F., the Bank of Mexico and the obligation of the 
N. F. to re-purchase these certificates, which earn a fixed interest 
rate of 5 to 7%, at any time at sight (on presentation) and par 
value. These certificates are attractive likewise for owners of 
big and small fortunes in the same way so that in 1955 50% of 
them has been in the hands of private persons, 37% in the hands 
of banks and 13% were held by insurance and surety companies. 
Industry-Participation-Certificates are issued at par value and have 
a term of five years and the N.F. is not obliged to re-purchase 
these certificates before maturity. Their interest rates are cal- 
culated in the same way as investment certificates on the ground 


® Text in German, Publishers: Polygraphischer Verlag, Ziirich, Switzer- 
land, 1958, pp. 60, 61, 183-185. 
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of all the shares, bonds and mortgages which form the assets of the 
N.F. 50% of these assets consist of industry bonds with an in- 
terest rate of 8% so that the certificates always yield 4% interest, 
even if in the most unfavourable case the securities with fluctu- 
ating interest rates are not yielding any dividend at all. On 
maturity after five years the owner of such a certificate has the 
choice to sell it or to change it for shares of the respective enter- 
prise. The Department of Economics of the N. F. checks the 
credit rating of the projects of the different enterprises, which 


it assists according to their importance for the national economy. 


As the N. F. only finances big enterprises the Mexican Govern- 
ment established in 1954 besides a ‘Fund for Guarantee and Pro- 
motion of Industry’” (which until December 1956 had granted 
823 credits in the value of 135.5 million pesos) a ‘‘Guarantee 
and Promotion Fund for the Medium and Small Industry’ which 
is administered by the N. F. and has today a capital of 100 mil- 
lion pesos which were at its disposal by the Government. The 
Fund has to guarantee credits of private credit institutions, which 
they grant to the medium and small industry (only firms with a 
stock of less than 2.5 million Pesos are financed) and it also 
guarantees the bonds which are placed by the small industry 
guaranteeing their redemption and the payment of interest if a 
private or government credit institution participates in the issue 
or if a credit institution is representing the other creditors. The 
Fund is also allowed to discount bills and to buy the securities of 
those credit institutions which granted credits to the small and 
medium industry. Moreover, it is allowed to issue certificates 
on the basis of its direct credits to that industry. The Fund 
already achieved a decrease of black market credits and of 
interest rates for credits to the small and medium industry whose 
production could be increased. The credits granted (till the 
moment of writing) to 600 enterprises which employ 1500 work- 
ers (100 million Pesos) only could be used for purchase and 
reparation of equipment and for increases of production. Difhi- 
culties during the development of the processing industry induced 
also the banks and commerce ot contribute to the overcoming 
of the lack of capital. With the foundation of the so-called 
Sociedades Financieras, S. F., investment companies they have 
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created investment bank like institutions which became 
the pioneers of the financing of industrialization. Each S. F. 
pursues with great initiative industrialization plans, which are 
worth financing in its own business interest, and incited by the 
competition of the other S. F. The range of financing of some 
S. F. comprises all the industries but most of them limit them- 
selves to certain lines of industry and crafts or other branches 
of business. They hold and buy bonds of industrial enterprises 
and grant credits with them of 6 months up to 30 years. In 
some exceptional cases they also grant credit of less than 6 
months.” The S. F. get their means from industrial enterprises 
which were founded by them or assisted by them (and remain 
mostly dependent from the S. F.) through the issue of special 
bonds, the so-called Bonos Financieros (in circulation end of 
1956: 500 million Pesos) which are secured by mortgages on the 
assets of the indebted industrial enterprises and the guarantee 
of the S. F. These bonds are quite popular with the investing 
public, especially those which were issued by S. F. in which banks 
with a good reputation participate. The term of these bonds 
is 10 years (redemptions in half-year instalments) and their 
interest rate 8% with the exception of the 7% bonds of the firm 
Crédito Bursatil, which are taken by the bank Banco Nacional 
de Mexico S. A. The Crédito Bursatil also supplies technical and 
financial aid to firms which are establishing factories. The so- 
called ‘‘Sociedades de Participacion”’ are also participating in the 
financing of the Mexican industry. They invest 70% of their 
funds in bonds and shares of industrial enterprises and the rest 
in government securities. They are making saving contracts with 
earners of small incomes which oblige themselves to pay monthly 
instalments. Moreover, they issue various types of certificates 
and bonds which are linked with lotteries. This latter type is 
preferred by the public. They are also operating in the very 
profitable short-term credit business. The Bank of Mexico has 
besides its Department for Economics an Industry Research De- 
partment in which operates a Productivity Research Section and a 
Technological Institute. In the Industry Research Department a 


10 Cf, also Margaret Myers: Mexico, in: Banking Systems (Columbia 
University Press, New York 1954) p. 597. 
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team of economists and engineers studies the fundamental prob- 
lems of the industrialization of Mexico, and also particular in- 
dustrial projects for new investments. In order to facilitate the 
planning, in 1957 there was undertaken an input-output-analysis 
on the basis of the census of 1950...” 


Holdings. Of the three types of holdings, banking, fiscal and 
administration, the second is most used in Brazil. The absence 
of special legislation for holding, and of an organized banking 
system explains the disorganized situation in this sector. Most 
Brazilian holdings are not contributing to genuine capital forma- 
tion as they only hold and administer shares of other companies 
and their very reason of existence is in most cases to serve as a 
tax evasion possibility. The holdings do not hold new funds 
but investments which were already made, because of fiscal rea- 
sons and also, because of credit reasons: these holding companies 
can also borrow from the banks. The holdings ‘‘filter’”’ the profits 
of their associates, thus expanding the item ‘‘general expenditure’’ 
through remunerations of othe directors and other expenses which 
reduce the taxes to be paid considerably. Therefore many hold- 
ing companies were founded in Brazil during the last years. As 
it is not sure that the amounts, which otherwise would have to 
be paid as taxes, are reinvested that they are not spent for luxury 
expenses, their usefulness for the national economy in general 
is doubtful. 

The holdings in Brazil are close-end investment companies be- 
cause they invest in securities but do not appear on the market. 
It will be the task of the investment companies and the legisla- 
tors to induce the holdings to operate on the securities market. 
As the family companies cannot resist the iron rules of competi- 
tion and have to expand their fixed capital using the capital of 
third parties, thus opening themselves to the securities market, 
likewise the holdings cannot make much headway if they insist 
to remain closed companies. 

Normally, in the administration holdings, the administrators 
try to get the majority of the ordinary shares of the subsidiary 
enterprises. To this effect they issue their own preferred stock, 
whose holders cannot interfere in the administration of the hold- 
ing as they have no voting rights. With the momentary stabiliza- 
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tion promised by the newly elected President of the Republic 
Janio Quadros this type of business might be interesting for hold- 
ings and investors because preference stock yields a fixed in- 
terest rate. The best example of an opening of a closed holding 
company is the “Bond and Share” whose subsidiaries entrusted 
to the investment company ‘‘Deltec” the issue of more than 400 
million Cr. This operation contributed largely to popularize 
the business of investment companies in Brazil and other holdings 
will have to follow this example. Thus the holdings can become 
a source of issues for the stock exchanges and the investment 
companies. 

Just as the deposits in banks (capital of third parties) surpass 
many times their own capital so also the holdings have most of 
their capital from third parties, 75% of which in long-term lia- 
bilities, 8% as advances of shareholders and 14% as bank credits. 

As there is no legislation which restricts the constitution of 
holding companies for fiscal reasons, Brazil gave the opportunity 
also for foreign corporations to found holding companies there. 
The first established themselves in 1950/51 and their example was 
followed quickly by the national companies who discovered the 
fiscal advantages of this procedure. Today they appear like 
mushrooms. Tax evasions through the holdings are achieved 
by double entry of expenses (remuneration of the directors, royal- 
ties, fees, etc.) in the holding and the affiliated companies which 
diminishes net profits and thus the taxes due. The control of 
the enterprises can be kept anonymous because instead of per- 
sons, only the name of the holding company is published in the 
official gazette, a name which is not much known. The nominal 
capital of the enterprise controlled by a holding company is 
increased and this fact improves their position in the banks and 
prepares the way to the subsequent sale of the shares of the 
holding company on the securities market. It is often preferable 
to choose the legal form of a “limited partnership” in order 
to avoid the publication of balance sheets, etc., to which limited 
companies are not obliged by law) but from the fiscal point 
of view this type does not protect its participants against the 
payment of the “imposto mortis’”. In this case a holding com- 
pany in the form of a stock corporation is founded which controls 
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the limited company and the interested persons can avoid paying 
the mentioned tax through the issue of bearer shares. 

The holding companies represent a tremendous concentration 
of securities and as these do not appear on the securities market 
the slow development of this market, the slow expansion of trans- 
actions on the stock exchanges is explained. In the future the 
holding companies might play an important role in the quest 
for the creation of a genuine capital market in Brazil. 








The Contribution of Foreign 


Investments: 


A Case Study of United States 


Foreign Investment History 


By Wendell Gordon* 


I. Background 


In 1951 there appeared a United Nations publication entitled: 
Measures for the Economic Development of Underdeveloped 
Countries. It represented an effort to systematize economic de- 
velopment planning. In particular an effort was made to provide 
a method for estimating the capital required by underdeveloped 
areas in order to raise their national income by a certain per- 
centage. The procedure involved first assuming some desired 
percentage growth rate. Then computations, apparently of the 
input-output and linear programming type, were made to esti- 
mate the capital requirements. These computations ostensibly 
established the amount of saving required. Then an estimate 
was made of the amount of internal voluntary saving that was 
likely. Next it was assumed that the difference between this 
internal saving and the capital requirements must be made up 
by foreign investment. Foreign investment thus acquired the role 
of a key residual, which had to materialize if the development 
plan was to be realized. 


A limited selection of quotations indicating the crucial role 
in economic development which is frequently assigned to foreign 


* Professor of Economics, The University of Texas. 
1 Gerald M. Meier and Robert E. Baldwin, Economic Development: 
Theory, History, Policy (New York: Wiley, 1957), p. 419. 
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investments may be useful to indicate the prevalence of this 
approach to the role of international investments. A standard 
text on economic development says: * 

to the extent that domestic saving and taxation fall short of the 


amount of investment needed for its desired rate of development, 
the poor country must rely on foreign capital. 


W. Arthur Lewis has also written:? 


Nearly every developed state has had the assistance of foreign 
finance to supplement its own meager savings during the early 
stages of its development. England borrowed from Holland 
in the seventeenth and eighteenth centuries, and in turn came to 
lend to almost every country in the world in the ninetenth and 
twentieth centuries. The United States of America, now the 
richest country in the world, borrowed heavily in the nineteenth 
century, and is in turn called upon to become the major lender 
of the twentieth. 


A developing country would find difficulty in supporting its 
capital programme exclusively from domestic savings even if it 
wanted to, in so far as development programmes usually involve 
importing some capital goods from abroad. 

On New Year’s Day, 1960, President Camilo Ponce Enriquez 
of Ecuador remarked that:* 


. ample use had been made of foreign credit for the realiza- 
tion of development projects which, had they been financed in- 
ternally, would have created a ruinous drain on national 
resources. 

This paper is intended to question the usefulness of this type 
of economic planning, not on the ground of the possible lack of 
availability of the foreign investment, but rather on the ground 
that, even if the foreign investment is available in the quantities 
desired, it still cannot be counted on to play the rea/ role predi- 
cated for it. 

In an effort to interpret the contribution that foreign invest- 
ments may make to economic development, it seems desirable 
first to discuss the traditional explanation of the foreign invest- 
ment process and then to return to a more specific discussion of 
the relationship between economic development and foreign in- 
vestments. 


2W. Arthur Lewis, The Theory of Economic Growth (Homewood, 
Illinois: Irwin, 1955), p. 244. 
’ Hispanic American Report, March, 1960, p. 44. 
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II], TRADITIONAL EXPLANATION OF THE FOREIGN 
INVESTMENT PROCESS 
It has become more or less customary in the literature on in- 
ternational economics to describe the relationship between for- 
eign investment and the balance of trade as follows: 
(1) The immature debtor country (engaged in new 
borrowing) tends to have an import trade balance. 
(2) The mature debtor country (engaged in net debt 
repayment) tends to have an export trade balance. 
(3) The immature creditor country (engaged in new 
lending) tends to have an export trade balance. 
(4) The mature creditor country (engaged in receiving 
net debt repayment) tends to have an import trade balance. 


This is essentially the description of the process presented by 
J. E. Cairnes in the 1870's.*| The meaning of this process was 
indicated by Frank Taussig in a description that involved using 
British lending to the United States in the nineteenth century as 
the example. Taussig wrote:° 


The loan being made (in our assumed case) by British to 
Americans . . . an excess of exports develops in Great Britain. 
. . . In the United States an excess of imports gradually ap- 
pears. .. . The people of Great Britain send merchandise to the 
United States, and add to the tangible equipment of the Ameri- 
cans, or to their consumable goods, giving up for the time being 
some of their own possessions and adding to those of the 
Americans. 


Taussig was, thus, explicit that it was the net goods transfer 
that was the heart of the process. 

The meaning of the stages, as defined above, is not unambigu- 
ous. In fact, historically in the literature, the definition of the 
stages has not been unambiguous. Is what is involved a relation 
that takes into account only the net size of the debt, without regard 
to the magnitude of interest and profit? If that were the case, a 
country could still be in the immature debtor phase in the sense 
that its indebtedness was growing and yet debt service could 
exceed in magnitude the amount of increase in indebtedness, with 


4J. E. Cairnes, Some Leading Principles of Political Economy (Lon- 
don: Macmillan, 1874), pp. 424-37. 

° Frank W. Taussig, International Trade (New York: Macmillan, 
1927), p. 127. 
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the consequent implication that (in terms of the relations between 
nations) the country with rising indebtedness was not acquiring 
something of net and real significance in the sense of which 
Taussig seems to have been speaking. 

For the most part the statistical inquiry contained in this paper 
attempts to relate change in size of indebtedness to debt service, 
assuming this to be the most important relation when the goal is 
to attempt to appraise the real, net, ‘nternational contribution 
of foreign investments. The evolution of the United States for- 
eign investment position will be used as the chief guinea pig. 


III. PROCESSES BY WHICH FOREIGN INVESTMENTS 
CAN GROW 

Preliminary to this inquiry, it may be well to indicate the chan- 
nels by which foreign investments can grow. As was indicated 
above, they can grow via an export trade balance (goods and 
services) in the creditor and an import balance in the debtor 
country. But there are other possibilities. The foreign inves- 
tor may plow back some of his earnings in the debtor country 
and thus expand his investment. A related possibility is that 
foreign investment in a country may grow because property 
owned by foreigners increases in value. Either of these processes 
might be called growth by accretion. Foreign investment also 
may contract in value because of default or because of confisca- 
tion or because of the decline in property values. Such changes 
are not naturally reflected in international balance of payments 
statements, or in the international movement of things of value. 


Also it should be emphasized that foreign investment may grow 
as a result of an excess of goods and services exports over goods 
and services imports, but by an amount less than the amount 
of debt service being transferred in the other direction. Growth 
in foreign investment in a setting where debt service exceeds the 
amount of investment may also appropriately be called growth 
by accretion. That is to say: the earnings accruing in the in- 
vestment process are more than adequate to finance the growth 
of the investment. No real, international transfer of wealth 
occurs to provide the basis for the growth in such a case. How- 
ever, the important thing is to be aware of the real implications 
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of the situation when debt service exceeds the growth in invest- 
ment—real implications in Taussig’s sense. Quibbling over 
whether this situation is better called growth via the balance 
of trade or growth by accretion serves no particularly useful 
purpose.° 


IV. STATISTICAL EVIDENCE, UNITED STATES, 
1790-1914 


What is some of the historical evidence available as to the 
relation between change in the size of foreign indebtedness and 
the earnings on such international indebtedness? A statement 
by Keynes to the effect that the whole of the British foreign in- 
vestment could be accounted for by the plowing back of half 
the interest and profits obtained from the foreign investments 
made by Queen Elizabeth with the loot Drake brought back on 
the Golden Hind is suggestive but hardly proof of anything 
by itself." The evidence that Britain had an import balance of 
trade during the period of greatest growth of British foreign 
investment from 1870 to 1914 comes a bit nearer to being signi- 
ficant data. 

But the chief bit of statistical evidence offered in this paper, 
however, has to do with the United States. International eco- 
nomics texts have customarily said that from 1789 to 1873 the 
United States was an immature debtor with the appropriate import 
trade balance. From 1873 to World War I, she was a mature 
debtor with the appropriate export trade balance. Since World 
War I she has been an immature creditor with the appropriate 
export trade balance. The import balance prevailing from 1789 
to 1873 was the channel by which the underdeveloped United 
States acquired something helpful from Europe which made a real 
contribution to this country’s development. If there was an 
eighty year period during which foreign investment more or less 


® The preference of the author of this article is to say that the concept 
of the balance of trade on goods and services should exclude earnings 
on international investments. Earnings on international investments 
should be set up as a separate major category in the balance of payments 
statement. 

7]. M. Keynes, A Treatise on Money (London: Macmillan, 1930), 
II, p. 156-7. 
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continually financed a net goods flow to the United States we 
might look on the foreign investments which built up in the 
United States during that period as an unambiguous, net, and 
real contribution to this country’s economy. The situation would 
correspond with the Taussig picture: “The people of Great 
Britain send merchandise to the United States, and add to the 
tangible equipment of the Americans, or to their consumable 
goods, giving up for the time being some of their own possessions 
and adding to those of the Americans.” 


The National Bureau of Economic Research has recently 
sponsored two important efforts to compile annual balance of 
payments data for the United States. One, by Douglass C. 
North, covers the period from 1790 to 1860. The second, by 
Matthew Simon, covers the period from 1861 to 1900.* Given 
these data it is now possible to estimate a more meaningful his- 
tory of the contribution of foreign investment to the United 
States economy. Both North and Simon are modest with regard 
to the margin of error in their estimates. It would be pre- 
sumptuous for a third party, using their data, to claim more 
for it than they claim themselves. But their work was consci- 
entious and scholarly; and some speculation on the significance 
of some of the relationships suggested by their findings is hardly 
amiss. 


Using the data of North and Simon, I have compiled two 
statistical series. One series represents the cumulative, net bal- 
arce of indebtedness of the United States.? The data attempt to 
cover all forms of indebtedness: long-term and short-term, direct 


8 Douglass C. North, “The United States Balance of Payments, 1790- 
1860," and Matthew Simon, ‘The United States Balance of Payments, 
1861-1900,” in Trends in the American Economy in the Nineteenth Cen- 
tury, Vol. 24 of Studies in Income and Wealth (Princeton, N. J.: Prince- 
ton University Press for the National Bureau of Economic Research, 
1960), pp. 573-627, 629-711. I wish to express my appreciation to the 
National Bureau of Economic Research for making the page proofs of 
the North and Simon articles available to me. 

® North makes allowances for some defaults in the periods 1816-19 
and 1841-42. Both North and Simon seem to feel that the data, in the 
form in which they have derived them, give a substantially accurate pic- 
ture of the United States international debtor position. 
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and portfolio. They also represent net international indebted- 
ness, that is foreign investment in the United States less United 
States investment abroad. And they are balance-sheet-type figures 
describing the situation as of the end of the year. The amount 
of change in indebtedness during the year can be determined 
by a comparison with the figure of the preceding year. 


The other series represents the cumulative, net earnings (in- 
terest, dividends, etc.) on international investments. The amount 
of earnings during any given year can be determined by sub- 


tracting the figure for that year from the figure for the preceding 
year. 


Certain slight modifications of the North-Simon figures might 
make them somewhat more appropriate for the argument of 
this paper. But the possible modifications do not change the 
picture to an important degree. For the most part the changes 
would occur within what is almost certainly the margin of error 
anyway. And it has seemed that something is gained in permit- 
ting the reader to check the data by leaving the North-Simon 


figures (at least the net indebtedness figures) in their original 
form. 


Making the cumulative data on earnnings comparable with the 
cumulative data on indebtedness presents a problem. Indebted- 
ness was estimated to be $60 million by the end of 1789. But 
what had the cumulated earnings been up to that time? In order 
to have indebtedness and earnings on an equal footing as of 
the beginning of the comparison, it has been arbitrarily assumed 
that cumulative earnings as of the same time were also $60 mil- 
lion. Perhaps it would have been better to have accumulated 
both services beginning at zero in 1790. But if that were done 
the indebtedness figures would continually have been an irri- 
tating $60 million less than the North-Simon estimates of net 
total indebtedness. So, the best of several imperfect alternatives 
seemed to be to start both series at $60 million at the beginning 
of 1790. And the pattern of the later data indicates that the 
assumption of cumulative earnings of 60 million is very likely 
conservative rather than otherwise. 
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INTERNATIONAL INVESTMENT TO EARNINGS RELA- 
TION (CUMULATIVE), IN THE UNITED STATES 
1790-1900 


(in millions of dollars) 


Net Accumu- Net is. Net seieae. Net | 
Cumulative of poaeatiaeal ia” Cumulative ot cae Dividends 
through Indebtedness etc. through Indebtedness etc. 
1789 60.0 60.0 1820 86.7 206.9 
1790 61.1 63.6 1821 81.7 211.7 
1791*# 69.1 67.3 1822 90.1 216.2 
1792*# 76.6 71.4 1823 88.1 221.2 
1793 74.9 76.0 1824 87.1 226.0 
1794 66.1 80.5 1825 80.3 230.8 
1795 # 79.1 84.5 1826 82.9 235.3 
1796 82.6 89.2 1827 72.9 239.9 
1797 # 93.6 94.2 1828 84.3 243.9 
1798 95.1 99.8 1829 82.8 248.5 
1799 80.5 105.5 1830 74.9 253.1 
1800 82.3 110.3 1831 89.0 257.2 
1801 80.0 115.2 1832 95.7 262.1 
1802 72.8 120.0 1833 109.2 267.4 
1803 75.6 124.4 1834 128.0 273.4 
1804 63.2 128.9 1835 158.1 280.4 
1805 Toe 132.7 1836 220.3 289.1 
1806 80.6 137.1 1837 242.9 297.9 
1807 85.7 141.9 1838 248.1 307.6 
1808 102.5 147.0 1839 297.2 Sele 
1809 90.9 153.1 1840 266.4 333.1 
1810 84.1 158.6 1841 262.0 341.1 
1811 48.7 163.6 1842 243.8 349.0 
1812 69.4 166.5 1843 221.6 356.3 
1813 54.4 170.7 1844 216.8 362.9 
1814 63.7 174.0 1845 213.0 371.6 
1815 78.9 177.8 1846 212.2 380.1 
1816 117.0 182.5 1847 193.7 388.6 
1817 107.5 189.5 1848 196.0 400.2 
1818 102.7 195.9 1849 193.2 412.0 
1819 87.4 202.1 1850 # 222.1 423.6 


+ 


$ WRK RA RS 
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I II I II 
Net Accumu- Net Accumu- Net Accumu- Net Accumu- 
lating Balance lating Interest lating Balance lating Interest 
Cumulative of International Dividends, Cumulative of International Dividends, 
through Indebtedness etc. through Indebtedness etc. 


1851 229.6 436.9 1876* 1,953.2 1,665.6 
1852 245.8 451.8 1877* 1,895.9 L783 
1853 301.3 467.8 1878 1,734.0 1,827.3 
1854 # 343.3 487.4 1879 1,573.8 1,905.3 
1855 356.3 509.7 1880 1,603.2 1,984.0 
1856 366.9 532.9 1881 1,562.4 2,072.2 
1857 383.3 547.6 1882 # 1,671.9 2,156.6 
1858 360.2 562.9 1883 1,723.0 2,245.2 
1859 # 386.5 586.3 1884 # 1,828.3 2,334.8 
1860 379.2 611.4 1885 1,861.2 2,420.7 
1861 483.6 634.9 1886 # 1,997.1 2,513.8 
1862 482.5 664.9 1887 # 2,227.3 2,611.7 
1863 495.1 695.8 1888 # 2,512.3 2,718.6 
1864 # 605.7 730.0 1889 # 2,713.9 2,836.7 
1865 # 674.4 774.8 1890 # 2,906.5 2,961.5 
1866 # 768.8 826.1 1891 # 3,041.0 3,095.2 
1867*# 914.4 883.8 1892 3,081.8 3,238.1 
1868*# 987.1 950.6 1893 # 3,227.2 3,376.8 
1869*# 1,156.3 1,019.7 1894 3,161.2 3,489.8 
1870*# 1,255.7 1,099.5 1895 # 3,298.2 3,616.2 
1871*# 1,356.6 1,183.6 1896 3,338.0 3,738.2 
1872*# 1,599.4 1,270.4 1897 3,314.9 3,865.0 
1873*# 1,782.3 1,369.6 1898 3,036.4 3,997.6 
1874* 1,864.5 1,471.2 1899 =. 2,787.3 4,122.0 
1875*  1,951:4 1,570.0 1900 —2,490.9 4,236.3 


Sources: North, loc. cit., pp. 600, 621; Simon loc. cit., pp. 699-705. 


It would be nice to have data back to Jamestown and 1607. 
But as yet the National Bureau of Economic Research has not 
made such a set of estimates. And the data in the form North 
and Simon have assembled them are certainly relevant for ana- 
lyzing foreign-indebtedness-debt-service relation before 1900 in 
broad perspective. 

The picture down to 1914 may be completed with data that are 
approximately comparable to the foregoing, which is derived 
from the Bureau of the Census. Between 1897 and 1914 
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United States net international indebtedness rose by just about 
$1 billion; and during that period the United States transferred 
as earnings to foreigners just about $2.8 billion. 


What do the data of the accompanying table seem to indicate 
with regard to United States foreign indebtedness history before 
World War I? Particularly, what seems to have been the situa- 
tion from 1790 to 1873, the period generally identified as that 
during which the United States was in the immature debtor phase 
and was presumably, as a regular pattern, receiving net goods 
(and services other than interest and dividends) from the credi- 
tor countries—payment being financed by the net investment. 

A quick glance at the cumulative totals in 1873 might lead 
one to say that the data bear out the immature creditor thesis. 
At the end of that year accumulated indebtedness seems to have 
been $1,782 million and cumulative interest and dividends $1,369 
million. But more careful check of the evolution of the data 
will indicate that the result is attributable almost entirely to a 
substantial, but short-lived, spurt of foreign investment immedi- 
ately after the Civil War. For seventy-five of the eighty-four 
years between 1789 and 1873, cumulative debt service was larger 
than net cumulative indebtedness.”’ 

An influx of investment in a net and tangible sense (and in 
excess of earnings going home to the creditor country) does not 
seem to have been a consistent characteristic of the period 1790 
to 1873 and certainly not of the period 1790 to 1914 as a whole. 

The individual who still wishes to find in the United States case 
history a significant immature debtor phase may use various argu- 
ments. He may allege that the periods 1864 to 1873 plus certain 
earlier periods (such as the 1830's), when investment was tempo- 
rarily exceeding earnings, seem to him to justify the designation of 


10 United States, Bureau of the Census, Historical Statistics of the 
United States 1789-1945 (Washington: Government Printing Office, 
1949), pp. 242-3. These data, so far as I know, are not available on an 
annual basis. 

11 In the table, the years when cumulative indebtedness was greater than 
cumulative debt service are indicated by an asterisk (*). Also, in the 
table, the individual years during the course of which increase in indebt- 
edness exceeded the debt service are indicated by the # sign. Through 
1873, such years were thirty-nine in number out of a total of eighty-four. 
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immature debtor phase—even though they do not represent the 
initiation of the lending process. Or, he may argue that there 
really was an immature debtor phase, only it was before 1790 
instead of being between 1790 and 1873 as has been frequently 
alleged. Or, he may say that the United States indebtedness 
was growing consistently from 1790 to 1873, that that is evidence 
of the immature debtor phase, and that the comparison with debt 
service is improper.” 

Each man to his own semantics. 

But I should like to allege that it is fairly significant that for 
the period 1790 to 1900 (or 1914) net earnings on foreign in- 
vestments in the United States substantially exceeded net increase 
in United States indebtedness. And this relation prevailed gen- 
erally during the whole 125 year period. Cumulative income 
exceeded cumulative investment from the beginning of the 
process (that is, at least, from 1790). Also, one may suspect 
that the same type of relation would prevail if the statistical data 
could be pushed back into the colonial period. But this is merely 
assertion; and someone else may assert the contrary. At all 
events, in the 125 year period which has generally been divided 
at 1873 between immature and mature debtor phases, the only 
periods when cumulative debt service did not exceed cumulative 
indebtedness were the years 1791-2 and 1867-77. 

The United States import trade balance of the first eighty-five 
years of this country’s history is to be explained by such things 
as the export of shipping service (recall the Yankee Clipper 
ship) and other items. Apparently that import balance of the 
early years of this country’s history was an import balance on 
goods only (and not on goods and services) and had little to do 
with the financing of the growing foreign investment in the 
United States. The foreign investment growth was largely 
financed by debt service. 


12 But probably a person using this argument should also say that the 
United States continued to be an immature debtor country until 1914 
because indebtedness continued to grow until 1914. Thus, either way 
the argument is handled, 1873 loses its status as a borderline between 
one stage lasting from 1790 to 1873 and another stage lasting from 
1873 to World War I. 
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Thus the evolution of United States foreign indebtedness has 
not been dependent in any meaningful extent on the evolution 
of the balance of trade—unless debt service is counted as an 
import. However, one should perhaps admit that a sudden 
change in the rate of foreign lending, as happened about 1873, 
could have a significant effect on the balace of trade in the 
short run. At a guess the oft-mentioned change in the United 
States merchandise trade balance that occurred in 1873 is to be 
associated with a change in the foreign investment pattern of 
strictly short-run importance. The year 1873 was the last year 
of a sequence of ten when new borrowing exceeded debt service. 
It was also the year of the transition from a rather consistent 
import balance to a rather consistent export balance on goods 
only. 

Let us speculate a bit on the implications of the United 
States investment history for the 1790 to 1914 period. The im- 
portant point to note is not that cumulative earnings on the 
foreign investments in the United States for his period exceeded 
the value of foreign investment in the United States in 1914. 
The important point is that cumulative earnings exceeded the 
value of foreign investment with substantial consistency from the 
beginning of the process. 

But, one may say, if the statistical series were pushed back 
just a little earlier you would probably find a time when there 
was a net goods (things of value) inflow into the United States 
as a counterpart of the initial investment. But I will wager 
that the person who says that would have, if he had been con- 
fronted with United States data pushed back to 1873, been quite 
sure that the early nineteenth century would show the United 
States in a situation where the capital inflow clearly financed 
an overall and continuing goods inflow.** 


13 Lenin and various modern day Communist writers make much of 
the allegation that the export of capital is a device by which capitalist 
countries relieve themselves of a surfeit of something (presumably capi- 
tal goods, although possibly goods in general) present in such abundance 
domestically as to pull down the domestic profit rate (V. Solodovnikov, 
Vyvoz Kapitala {Moscow: Gosudarstvennoe Izdatelstvo Politicheskoi Lit- 
eratury, 1957], p. 3). 

The argument of this paper would indicate that, quite contrary to the 
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V. STATISTICAL EVIDENCE, UNITED STATES AS A 
CREDITOR 


The reader may wonder about the pattern of earnings-invest- 
ment relations since the United States became a creditor country 
during World War I. The accompanying table gives such 
data on a year by year rather than a cumulative basis. Effort has 
been made to include in earnings all remittances (coming and 
going) on long-term and short-term investments, as reflected 
in the balance of payments statements of the United States. 
Similarly, the figure for the foreign investments of the United 
States during a given year is an effort at a net figure that includes 
investments coming, going, repatriated, long-term, and short- 
term (plus the so-called War Debts of World War I) as re- 
bected in balance of payments statements." 


picture painted by the Marxists, the actual process, euphemistically called 
capital export, has not generally involved the net export of “something 
in surfeit’ in the creditor country. It has, therefore, apparently not 
served the purpose of giving relief to the declining profit rate, 

Of course there is more to the Soviet denunciation of foreign invest- 
ment than that the investment involves forcing surpluses on reluctant 
borrowers. In another context, the foreign investors are accused of 
bleeding and exploiting the debtor countries. Presumably the exploita- 
tion in this context consists in wresting goods from the debtor. 

Whatever the crimes of the foreign investors may be, they are surely 
not guilty of forcing goods on reluctant recipients and of selfishly taking 
goods from them in the same offense. 

14 This data, derived from the Department of Commerce, is not exactly 
comparable with the North-Simon data. The Department of Commerce 
data cover specifically the international remittance of earnings and the 
international movement of investments. It thus would not include change 
in the size of investment due to plowed-back earnings, increase in the 
value of the property in which the investment has been made, defaults, 
and so on. On the earnings side, it also would not include plowed-back 
profits and other earnings reinvested directly in the country where they 
were received. If I interpret the North-Simon data correctly, that com- 
pilation attempts to include both total earnings, whether remitted inter- 

nationally or not, and change in the total value of investment, whether 
the result of international movement or of plowing back. 

For relevance to the type of argument advanced in this paper, it does 
not make much difference which procedure is followed so long as both 
earnings and change in the value of investment are handled in the same 
way. If effort is made to include items not covered in the balance of 
payments statement, they should be covered both in connection with 
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INTERNATIONAL INVESTMENT TO EARNINGS 
RELATION (NON-CUMULATIVE), 
UNITED STATES SINCE 1914 


(in millions of dollars) 


I II I II 
Net Net Earnings Net Net Earnings 
Foreign Foreign on Foreign 
Investment 7 Investment Investment 
Movement Movement Movement 
During Year During Year During Year During Year 
(Minus (Plus (Minus (Plus 
indicates net indicates net indicates net indicates net 
investment receipts investment receipts 
from U.S.)* toU.S.)* from U.S.)* toU.S.)* 


July 1, 1938 441 385 
1914— 1939 1,498 311 
Dec. 31, 1940 1,457 354 
1918 360 1941 — 1,031 357 
1919 589 1942 — 356 
1920 476 1943 1,078 354 
1921 562 340 1944 377 412 
1922 565 1945 516 358 
1923 13 710 1946 — 4,417 560 
1924 535 622 1947 — 7,691 858 
1925 649 742 1948 — 1,578 1,060 
1926 277 753 1949 — 1,133 1,062 
1927 406 741 1950 491 1,248 
1928 — 1,146 805 1951 — 646 1,527 
1929 244 809 1952 34 1,438 
1930 700 745 1953 560 1,460 
1931 429 546 1954 = 64 1,808 
1932 195 392 1955 — 67 1,942 
1933 342 322 1956 = L815 2,031 
1934 425 302 1957 — 3,442 2,228 
1935 1,512 366 1958 — 2,646 2,246 
1936 1,208 299 1959 685 2,126 
1937 877 282 TOTALS —34,529 35,247 


*The minus sign is indicated; the absence of a sign indicates a plus. 
Sources: United States Department of Commerce, Survey of Current Business; 
and Balance of Payments, Statistical Supplement (to Survey of Current 
Business), 1958. 
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Relevance of these data for a study of the economic contribu- 
tion of foreign investment is conditioned by the fact that the 
initial spurt of investment that made the United States a creditor 
country was associated with World War I and loans for military 
purposes to the governments of such countries as France and 


England. 


It does not seem worthy of note that the United States seems 
to have been a mature country both during the 1920's and during 
the post World War II period. Earnings remittances to the 
United States in general exceeded new foreign investment. (The 
reader, who believes that the United States should be counted 
an immature creditor country during this period because net 
foreign investment was growing, must also say that the United 
States was an immature debtor country during substantially the 
whole period from 1790 to 1914, because indebtedness continued 
to grow after 1873.”° 


The reader may be interested to note that, even including the 
some $10 billion of War Debts of World War I, earnings on 
foreign investments which have been transmitted to the United 
States total $35,247 million whereas net foreign investments 
moving abroad have totaled $34,529 million, a difference of $718 
million. Even if one considers this difference to be well within 
the margin of error the relation is rather interesting. In addition 
it might be mentioned that the Department of Commerce esti- 


earnings and in connection with investment. Or, as an alternative, what 
the balance of payments reflects on both the earnings side and the invest- 
ment side may be all that is covered. The latter is the procedure used 
with the data for the period since World War I; and the use of this 
procedure means that cumulative data would not reflect an estimate of 
the value of net United States foreign investment at any given time. 
This is part of the reason why the data for the period since World War I 
has not been presented on a cumulative basis. 

15 This point was mentioned earlier in the paper. In the United States 
case, if one looks to change in the size of the debt alone, as the cri- 
terion, there is some tendency for the mature debtor and the mature 
creditor phases to disappear or to be substantially reduced in duration. 
If one looks to the investment to earnings relation there is some tendency 
for the immature debtor and the immature creditor phases to disappear 
or at least to be substantially reduced in duration by comparison with 
what has been generally considered to have been their coverage. 
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mated the net value of United States foreign investment at the 
end of 1958 to be $24,339 million.?® 

Although individual foreign investors may have lost money, 
foreign investment in general has not been a losing proposition. 
Overall it has financed its own growth (except for the World War 
I War Debts) and accumulated $24 billion of assets besides. 


VI. TENTATIVE APPRAISAL OF VALIDITY OF 
ARGUMENT 


It is not the purpose of this article to try to present a proof 
that earnings must be as large as investment from the beginning 
of the investment process. Nor is it the contention of this paper 
that this is necessarily the case. But some comment as to 
how such a relation may be possible is probably called for since 
the natural reaction of the reader may be to say to himself: 
“This is a lot of nonsense. I know that, if a $100 million loan 
is made this year at an interest rate of 6 per cent, then that 
$100 million goes out; and, at most, only $6 million comes in. 
And this does not sound like equality between lending and debt 
service from the beginning of the process.” 

The actual circumstances indicating the relation between new 
foreign investment and debt service and profit remittance are 
worthy of considerable study. I shall try here only to suggest 
certain lines of thought. For one thing, we are here concerned 
not with individual loans but with nations and with the lending 
patterns between nations. The period while only one loan 
is outstanding (and is paying as earnings to the investor only 6 
per cent) is likely to be a trivial situation in terms of the rela- 
tions among nations and the sweep of history. 

The potential complexity of the relations may be illustrated 
with one rather simple example. One may have heard that there 
has been in recent years a spurt of several hundred million dollars 
of foreign investment going into Argentina. One might tend 


16 Survey of Current Business, August 1959, p. 29. This estimate 
attempts to include long-term and short-term and to be an estimate of 
the net position. However it does not include the $10 billion of World 
War I War Debts, which would raise the figure to $34 billion if included. 
The omission is probably quite realistic. 
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to feel that surely it will be several years before debt service 
will exceed the flow of capital. Less well known may be the 
circumstances of a reported major outflow of capital from 
Argentina in recent years. ‘‘During and subsequent to the Peron 
regime, and because of the rapid devaluation of the peso, 
businessmen had placed some $2 billion of capital in U. S. 
and European banks.*’ What then does this combination of 
capital inflow and outflow, combined with the respective debt 
services going both ways, add up to? 

But to return to circumstances connected with the inception 
of the investment process: In connection with initial borrowing 
operations, say the $100 million at 6 per cent mentioned above, 
the borrowing may have been to finance a project that will re- 
quire five years for completion. Perhaps $80 million re- 
mains on deposit in banks in the creditor country at the end 
of the first year, $60 million at the end of the second year, and 
so on. In such a case $20 million of capital transferred in the 
first year may be offset with $6 million of debt service. Since 
the $80 million is probably drawing far less than 6 per cent in- 
vested at short term in the creditor country, we have, merely 
by looking at this one possible aspect of the situation, explained 
a debt service that may be far larger than 6 per cent of the 
investment that has actually moved internationally. 


Basically what is involved is probably the fallacy of looking 
at a complex whole and expecting the complex whole to have 
an evolutionary pattern similar to the evolutionary pattern that 
applies to one of the elements taken separately. Certainly 6 
per cent of one $1000 loan involves an interest payment of $60 
the first year and not of $1000. But when we have several 
hundred years of investment history, thousands, if not millions, 
of different investments involved, and also a process that may 
well have begun gradually, it may not be a very fruitful expendi- 
ture of time to try to find that “moment of truth” when the initial 
investment was made. 


17 Hispanic American Report, February, 1960, p. 692. The figure is 
probably pesos rather than dollars. 
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In fact, foreign investments in many cases may not have gotten 
their start in any meaningful sense by a transfer of wealth from 
the creditor to the debtor country. Many foreign investment 
histories have had their beginnings in a seizure of wealth by con- 
querors in the debtor countries. Cortes in Mexico, Pizarro in 
Peru, and Clive in India might be cited as examples. It is 
doubtful, for example, if the British investment in India was 
based on an initial export balance from Britain to India. More 
realistically it was probably based on property seizures and on 
the indemnities exacted by Clive after the battle of Plassey. 
Or, to take another example, British investment in the New 
World was based on land seizures rather than on shipments 
of merchandise and capital equipment to the thirteen colonies 
and to the sugar islands in the Caribbean. (It was also based 
on the export of men with technical knowledge to the colonies; 
but that is another article.) 

I have not written this essay with any particular desire to prove 
that there is some kind of precise relation between debt service 
and new investment that is a little bit different from that formerly 
assumed. In fact, for relevance to the argument of this paper 
it probably does not make much difference whether debt service 
runs 110 per cent of investment as a continuing proposition, 
whether it runs only 75 per cent as a continuing proposition, or 
whether there is no constant percentage.** 

This United States data is presented with some misgiving. It 
is a little too good, and this tends to make it look as though the 
fact that service exceeds investment is the crux of the matter. 
Even if service ran 75 or 80 per cent of investment (but ran so 
rather consistently from the beginning of the investment process), 


18 Actually I believe that Imlah’s computation of the annual balance of 
payments data for Great Britain in the nineteenth century indicates that 
in the first part of that century English foreign investments tended to 
exceed debt service, at least slightly. To the extent that Imlah’s data is 
potentially inconsistent with that of North and Simon, the chief differ- 
ence is probably due to slightly different assumptions with respect to the 
interest and profit rates. But really there is no significant difference 
between the two sets of data except that one has debt service running 
slightly more than investment and the other has it running slightly less. 
Albert H. Imlah, Economic Elements in Pax Britannica, (Cambridge: 
Harvard, 1958). 
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it might well be true that it would have been better judgment 
not to have incurred the debt but rather to have financed directly 
the purchase of such capital equipment as the capacity to import 
would permit instead of using those funds for debt service. 


VII. TENTATIVE APPRAISAL OF SIGNIFICANCE OF 
ARGUMENT 


I started my studies in this area assuming that the immature 
debtor with an import trade balance financed by investment was 
a significant and meaningful phase in the evolution of most for- 
eign investment situations. Overinfluence by the work of Taus- 
sig and by the work of Viner on Canada may have contributed 
to this attitude. 

But here we have what is probably the most important single 
case study of foreign investments and their contribution to de- 
velopment (the United States of the nineteenth century); and 
the basic or immature debtor period seems not to have occurred, 
at least with anything like the duration or initial impact gen- 
erally assumed. There does not seem to have been, in terms 
of the relation between nations, much of Senior’s abstinence or 
Bohm-Bawerk’s round-aboutness and time preference. 

However, this article is not especially concerned with whether 
or not it is appropriate that an individual lender should receive 
interest, or indeed, with the morality of interest. It is concerned 
with a relationship between nations and with the intelligent 
planning of the role of international investment in economic 
development. And at this level of concern, the case history of the 
United States in the nineteenth century would seem to indicate 
something like the following: If, from 1790, the United States 
had used such foreign exchange receipts as were used to service 
the debt instead for purchasing capital equipment, etc., then it 
would follow that all of the capital equipment or capital forma- 
tion financed by the inflow of foreign investments could have 
been financed from the funds used for debt service without 
the United States having incurred any foreign indebtedness. 

If such a relation was possible for the United States in the 
nineteenth century, it may well be possible for various under- 
developed countries now. Perhaps the economic development 
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planner should not ask the question: Can this bit of foreign in- 
vestment generate the foreign exchange necessary for debt service 
and investment repayment? Rather he should ask: Need it? 
What is chiefly involved is not a moral issue or an issue in interest 
rate theory but rather a problem in sound development planning. 


The data presented in this paper suggest that the importance 
of the international movement of foreign investments has fre- 
quently been overrated as a contribution to economic develop- 
ment. But this observation does not question the importance of 
capital equipment. Capital equipment, the shipment of which 
is financed by outright purchase in the supplying country, may 
make quite a contribution. 


Also those other factors of production: resources (land), labor 
(and men with technical skill), entrepreneurs (and men with 
organizational ability), may move internationally and make a 
significant contribution to economic development. Technical 
exchange programs may make a major contribution. An increase in 
the sheer volume of trade going both ways may make a contribu- 
tion. Unilateral transfers under foreign aid may make a con- 
tribution. (However, foreign aid of the grants type involves 
some additional problems that it would be better not to try to 
discuss in this paper.) 


Perhaps a statement such as: “. . . ample use had been made 
of foreign credit for the realization of development projects 
which, had they been financed internally, would have created a 
ruinous drain on national resources,” should be, in many cases, 
reworded to say: “We are not prepared to face up to the insti- 
tutional adjustments in the domestic saving-investment process 
which would enable us at no rea/ cost, to avoid the future inter- 
national burdens of this segment of foreign investment.” 

The data of this paper may raise doubts about the contri- 
bution to development of a long-continued foreign investment 
process of modest proportions. But what of the possible con- 
tribution of a short-lived spurt of investments? The argument 
that a short-lived spurt of foreign investments might make a 
significant contribution to development is not categorically re- 
futed. However, a word of caution may be in order to the 
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economic development planner who chooses to use this “out” to 
disregard the cautions suggested by this paper. The spurt in 
investment into the United States in the 1831-1840 period cul- 
minated in the depression that followed the cotton boom of 
1838-39. The spurt of investment of 1865 to 1873 culminated 
in the depression of 1873-79. Or, to move abroad, in Argentina 
the spurt in investment of the 1880's culminated in the Baring 
crisis of 1890. 


VIII. CONCLUSION 


Perhaps foreign investment is frequently merely a substitute 
for more effective domestic mobilization of resources. It is a 
substitute for domestic reorganization of the institutional arrange- 
ments affecting saving and investment. Such reorganization 
might well make it possible to use foreign exchange earnings ob- 
tained from exports to finance the importation of the capital 
equipment—instead of using them to finance debt service. Such 
substitution is clearly possible if foreign investment as a general 
pattern grows step by step, hand in hand, pari passu with debt 
service. 

Probably monetary investment is best looked on as the process 
by which real resources are transferred from savers (voluntary 
or otherwise) to those who will make (or perhaps fail to make) 
productive use of those resources. To be meaningful, the in- 
vestment process should therefore involve a real transfer, or 
at least the facilitation of a real transfer by the monetary ar- 
rangements. In connection with ‘nfernational investments, it 
would seem that historically the growth of the size of the inter- 
national investment, stated in terms of money, has not had 
as a natural, reliable counterpart a substantial net transfer of 
resources between the nations. To the extent that this is true, 
it would follow that more effective domestic institutional arrange- 
ments for mobilizing savings into investment could substitute at 
least for such foreign investments as do not involve a vet, real, 
international transfer. 


Perhaps this article reads too much meaning into some rather 
fragmentary statistics, which by no means represent comprehen- 
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sive coverage of the problem. But, at the same time, a little 
more healthy skepticism about the contribution that foreign in- 
vestments make would be a good thing in some underdeveloped 
countries and on the part of some economic development planners. 





U.S. Postwar Aid to Latin 
America: 


An Exhibit of Incomplete Official 


Accounting 


By J Fred Rippy* 


Assistance of many kinds for Latin America has become an 
important and apparently a permanent official policy of the 
United States, and all indicators seem to point to an expansion 
rather than a contraction of outlays for this purpose. Prominent 
leaders of both of our major political parties are urging that 
increased emphasis be given to the welfare of our Latin-Amer- 
ican neighbors during the years immediately ahead. The Eisen- 
hower administration recently induced Congress to authorize an 
extra appropriation of $600 million for special aid to the region. 
President-elect John F. Kennedy is reported to have announced 
his intention to add an Under Secretary of State for Latin Amer- 
ica to the State Department's staff. Latin-American politicians 
continue to clamor for more and more assistance. 

The time clearly seems appropriate for a careful inspection 
of the aid which our Government has already provided for this 
region since the end of World War II. And in view of the 
problems we face in our country, particularly the depletion of 
our gold reserve and an economic recession, this inspection should 
be extended to our postwar expenditures in behalf of the welfare 
of the rest of the world in order to determine more intelligently 
whether we can afford to expand our global contributions or 
whether it might be more prudent to effect some readjustments 
in favor of our neighbors in the Western Hemisphere. 


* Professor-Emeritus, The University of Chicago. 


a7 
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This task is obviously too complicated and difficult for any 
single individual to complete in time for the data to be useful 
to the policy-makers of our new national administiation. The 
pages that follow are intended to outline the results of the 
writer's preliminary exploration and to suggest that our new 
president either appoint a commission to make a thorough inves- 
tigation or persuade one of our private foundations to accept 
this important assignment. The function of the commission I 
have in mind would be to assemble and publish data. It would 
not need to pass judgment on the wisdom or efficacy of our 
foreign-aid programs, either globally, or regionally, or in respect 
to specific countries; that obligation could remain in the hands 
of the efficient House Committee on Government Operations. 
Recommendations regarding policy need not be required; the 
commission’s sole task could be limited to collecting and pub- 
lishing a continuous record of statistics designed to provide a 
solid basis for the formulation of policy.’ 

Whoever tackles this assignment will discover at the outset 
that statistics with reference to the assistance extended by the 
United States government to foreign countries during the post- 
war epoch are provokingly incomplete, incomplete in respect to 
both our direct and our indirect assistance, but most emphatically 
so in regard to the specific ultimate destination of our indirect 
aid channeled through international organizations. I have not 
discovered any agency of our government that has attempted, 
annually or otherwise, to bring together in one document the 
figures that would reveal, country by country, the share of aid 
received by each from the contributions made by our taxpayers 
to the United Nations and its special agencies or to the Organi- 
zation of the American States and its subsidiaries. 

The Department of Commerce’s Office of Business Economics 
has been assigned the chore of preparing quarterly reports on 
the expenditures of the United States government for assistance 


*Perhaps the commission should also inspect, and publish annual 
reports on, the aid extended to foreign countries and individuals by our 
private organizations, such as the Rockefeller Foundation, the Kellogg 
Foundation, the Ford Foundation, and our numerous postwar “Voluntary 
Relief Organizations.” 
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to foreign countries during the postwar period. But in spite 
of the fact that it has constantly expanded its coverage, its 
reports are still incomplete in respect to direct aid; and apparently 
it feels no responsibility for keeping account of the annual pay- 
ments made by our government to the “assessed’’ budgets of the 
international organizations of which this country is a member 
or of the distribution among recipients of the large sums ex- 
tracted from American taxpayers for various special programs 
of a so-called “voluntary” character. Strikingly conspicuous for 
their absence in these reports are figures disclosing the loans 
and credits extended to numerous countries by the World Bank 
and the International Monetary Fund, two global institutions 
whose financial resources come in large measure from the 
United States. 


Incomplete as it is, the most recent report put out by the 
Office of Business Economics indicates that total assistance pro- 
vided by the government of the United States to foreign countries 
during fiscal years 1946 through 1960 was no less than a gross 
of $83,273,308,000, approximately $64.6 billion in grants and 
almost $18.7 billion in loans and credits (because of repayments 
of principal, net credits and loans were smaller, only $12 billion 
or so). Latin America’s share of this huge aggregate amounted 
to $4,029,338,000, of which $1,350,000 was labeled as grants and 
$2,678,677,000 (the vet was $1,493,000,000) represented loans 
and credits. In other terms, Latin America’s share, as calculated 
by the Office of Business Economics, was approximately 4.8 per 
cent of the total. Previous reports of that agency reveal, how- 
ever, that Latin America’s portion had expanded rather rapidly 
since the beginning of fiscal year 1957. Latin America’s annual 
average of a little less than 2.9 per cent for the preceding eleven 
fiscal years had grown to an annual average in excess of 14.4 
per cent for the four fiscal years 1957-60. Its portion for 1946-56 
was $2,008,462,000; the world total was $69,259,014,000. Its 
portion for 1957-60 was $2,020,876,000 from a world total 
of $14,014,294,000.* 


2 These reports are put out under the title of Foreign Grants and 
Credits by the United States Government. Reports dealing with the 
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These statistics, as already suggested, omit several items which 
might reasonably be considered as direct contributions by the 
United States intended to promote the welfare of Latin Ameri- 
cans and inhabitants of other regions. Limiting myself to Latin 
America, I shall describe two of them, one included in State 
Department appropriations and the other in appropriations for 
the United States Information Service. State Department off- 
cials in charge of international cultural exchange activities granted 
a total of approximately $5.5 million to “American-sponsored 
schools” in Latin America during fiscal years 1946-60, elemen- 
tary and secondary schools attended by Latin-American pupils 
as well as pupils whose parents are citizens of the United States 
residing in the region. Officials of USIS not only distributed, 
during this period of time, a total of more than $10 million 
in support of binational cultural centers; officials of this agency 
also spent an almost equal sum for the distribution of books 
and periodicals to numerous libraries and prominent individuals 
in these republics. The purpose of these outlays was the cul- 
tivation of friendship and understanding, but they also fostered 
Latin-American culture; and the same might be said of the much 
larger sums expended in bringing hundreds of Latin-American 
students, professors, and others to the United States for study 
and observation.® 

The reports published by the Office of Business Economics 
also omit, or fail to specify the country distribution of, the aid 
channeled by the United States to Latin America through the 
Organization of the American States and its affiliated agencies. 
Paying a large part of the costs of inter-American institutions, 
most of which are dedicated mainly to the service of Latin 
Americans, the United States government has spent many mil- 


quarters ending June 30 of each year are most useful. Statistics presented 
in this summary I have extracted from those covering the years ending 
June 30, 1957, 1958, 1959, and 1960. Detailed citations to these and 
other sources to which I shall refer in the pages that follow will be 
omitted, since they would require almost as much as the narrative. 


° Figures offered in this paragraph have been compiled from the 
annual Hearings of the House Subcommittee on Appropriations: State 
Department and United States Information Agency, for the fiscal years 
I have indicated. 
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lions during the postwar epoch in support of such institutions. 
Their number has varied from time to time, but has rarely been 
less than 10 or 12. Assessments levied against the United States 
Treasury for dues to those which are regularly described by the 
State Department in its requests for appropriations, sums which 
the Office of Business Economics does not include in its tabula- 
tions, totaled in excess of $51 million during fiscal years 1946-60; 
voluntary contributions, listed by this office without specifying 
their country-by-country distribution, amounted to almost $19 
million, and that sum was devoted almost exclusively to Latin 
America.* 


Among the most expensive of the inter-American organizations 
are: (1) The Pan American Union of the OAS, with two-thirds 
of its budget paid by taxpayers of the United States; (2) The 
Pan American Health Organization, with the same share of its 
budget borne by the same taxpayers; (3) The Inter-American 
Institute of Agricultural Sciences, with some 70 per cent of its 
budget assessed against the United States; (4) The Inter-Amer- 
ican Tropical Tuna Commission, with over 99 per cent of its 
budget provided by our taxpayers. The purpose of this com- 
mission so liberally supported by the United States is to investi- 
gate the habits of the species of tuna fish in the southeastern 
Pacific Ocean, to prevent their depletion by fishermen, and to 
promote harmony in the industry. It was set up in 1952 by an 
agreement which Washington officials expected all the govern- 
ments of the Latin-American republics bordering this ocean to 
ratify and support. But the treaty has been approved by only 
Panama and Costa Rica. Expenditures by the United States for 
the commission totaled nearly $2 million by the end of fiscal 
year 1960.° 

The Gorgas Memorial Laboratory, established in Panama City 
in the 1920's, is an even more striking illustration of generous 


* These statistics have been gleaned from the Hearings cited in foot- 
note 3, above. 

‘Annual expenditures for the Tuna Commission are also published 
in the Hearings on State Department appropriations. For the history of 
this commission, consult my Globe and Hemisphere (Chicago, 1958), 
pp. 166-74. 
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outlays by the United States mainly in Latin America’s behalf. 
It was founded for the purpose of investigating tropical diseases 
and pests, and Washington officials anticipated that Latin-Amer- 
ican governments would share the cost of facilities and operations. 
Panama contributed land for the buildings, Ecuador and Venez- 
uela made one or two appropriations for the establishment, and 
then all Latin-American support ceased. Postwar expenditures 
by the United States for the laboratory aggregated more than 
$2 million by the close of fiscal year 1960.° 

Far larger than these outlays supporting inter-American organ- 
izations during fiscal years 1946-60 were the expenditures made 
by our country in payment of regular assessments and in support 
of ‘‘voluntary” programs of the United Nations and its spe- 
cialized agencies. These UN organizations and others of simi- 
lar scope, which have multiplied so rapidly during the postwar 
epoch, cost the United States around $1.5 billion by the end 
of fiscal year 1960; but the assessments paid by our country in 
their behalf do not appear in the tabulations published by the 
Office of Business Economics, which list only the voluntary con- 
tributions—approximately half of the total—without indicating, 
country by country, their ultimate destination. As of June 30, 
1960, the United States was a member of at least 42 of the 
global organizations, and taxpayers of this country contributed 
from a third to above a half of the budgets of most of them.’ 

The majority of the Latin-American countries are members of 
more than 20 of these global organizations; but they make only 
minor, and often belated, contributions to them while receiving 
a rather large portion of their total expenditures. The Latin- 
American nations are permanent members of the United Nations 
and of most of its affiliated agencies, to which the United States 
government made assessed and voluntary payments aggregating 
$1,267,788,057 during calendar years 1946 through 1959; but 
like many other countries, particularly those described as “‘under- 


6 Annual Reports of the laboratory’s staff are printed each year as a 
House Document. 

7 Statistics on these global organizations are also published in House 
Documents under the title of “U.S. Contributions to International Cr- 
ganizations.” The State Dept. has reported them annually, 1953-59. 
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developed,” the Latin-American nations were the recipients of 
much larger sums than they contributed to the administrative 
costs and the voluntary special programs of these organizations, 
and a considerable share of the excess of receipts over expendi- 
tures represented aid provided for Latin Americans by taxpayers 
of the United States. Latin America’s net share of the voluntary 
payments made by the United States government to three of 
these global agencies during calendar years 1946-59, for example, 
was at least $30 million; the total contribution of our government 
during these years to the three agencies was more than $298 mil- 
lion, distributed as follows: UN Children’s Fund, $156,231,000; 
UN Expanded Technical Assistance Program, $133,810,398; 
World Health Organization, for malaria eradication, $8,000,000. 

To these and many other indirect contributions made by Amer- 
ican taxpayers with the primary objective of raising the plane 
of living in Latin America and elsewhere should be added the 
loans and credits provided for Latin-American and other nations 
by the World Bank and the International Monetary Fund, both 
of which depend largely upon the United States for their finan- 
cial resources. For Latin America these loans and credits, which 
are not included in the reports of the Office of Business Eco- 
nomics, amounted to almost $2 billion by the end of fiscal 
year 1960.° 

Such, in brief, is the unsatisfactory state of our accounts with 
reference to foreign aid, hemispheric and global. The statistics 
are incomplete, both for our neighbors in America and for those 
of other continents. The purpose of this discussion has been 
to suggest the magnitude of the outlay and the need to assemble 
more comprehensive data. Disclosure of the concealed, or par- 
tially concealed, expenditures made by our government in efforts 
avowedly designed to promote global peace and prosperity should 
provide the foundation for saner policy and reduce misunder- 
standing and complaints at home and abroad. Either the assign- 
ment of the Office of Business Economics should be expanded 


§ Data on the distribution of these loans and credits among the various 
nations of the world are published in the Axnual Reports of these two 
global financial institutions. The official title of the World Bank is 
International Bank for Reconstruction and Development. 


64 INTER-AMERICAN ECONOMIC AFFAIRS 


in coverage or a special commission should be established in 
order to accomplish this objective. 


APPENDIX 


TABLE 1 
Assistance by the U. S. Government to Latin America 
Fiscal Years 1946-60 (Thousands) 


Country Grants Credits Utilized Total 
Argentina 1,128 $ 288,631 $ 289,759 
Bolivia 144,634 44,918 189,552 
Brazil 59,627 1,019,532 1,079,159 
Chile 47,409 250,173 297,582 
Colombia 28,629 220,321 248,950 
Costa Rica 38,785 14,845 53,730 
Cuba 4,084 44.157 48,241 
Dominican Republic 2,996 —_—_—- 2,996 
Ecuador 20,445 43,090 63,535 
El Salvador 10,128 642 10,770 
Guatemala 91,788 3,296 95,084 
Haiti 40,147 26,017 66,164 
Honduras 17,395 6,737 24,132 
Mexico 111,722 410,181 521,903 
Nicaragua 25,332 3,267 28,599 
Panama 30,360 8,059 38,419 
Paraguay 17,899 17,675 35,574 
Peru 47,179 201,668 248,847 
Uruguay 3,114 15,711 18,825 
Venezuela 2,702 23,806 26,508 
Undistributed (a) 605,155 31,849 637,004 

Total $1,350,661 $2,678,677 $4,029,338 


(a) Most of this $605,155,000 in grants was for military supplies and 
services. The total in this category was $567,074,000. Total grants to 
inter-American organizations, also listed as undistributed, amounted to 
$19,243,000. 

The major part of the large remainder of total grants was for bilateral 
economic and technical assistance. The total under this heading was 
$555,391,000, including $93,891,000 for the eradication of hoof-and- 
mouth disease in Mexico. The aggregate for highways, mainly the 
Inter-American Highway through Central America, was $93,909,000. 
Expenditures for famine and other “urgent and extraordinary relief’’ were 
$49,817,000. Grants of agricultural commodities, including their ship- 
ping costs, totaled $77,520,000; these were distributed to the people 
and governments of the various countries by private benevolent agencies. 
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TABLE 2 


WORLD BANK LOANS TO LATIN AMERICA 
Fiscal Years 1947-60 (Millions) 

Country Total Loans 
Argentina 
Bolivia 
Brazil 
Chile 
Colombia 
Costa Rica 
Cuba 
Dominican Republic 
Ecuador 
El Salvador 
Guatemala 
Haiti 
Honduras 19:2 
Mexico 186.3 
Nicaragua 23.0 
Panama 6.9 
Paraguay 4.5 
Peru $25 
Uruguay 71.0 
Venezuela 

Total $1,007.8 


TABLE 3 


ASSESSED CONTRIBUTIONS BY THE U.S. GOVERNMENT 
TO INTER-AMERICAN ORGANIZATIONS, FISCAL YEARS, 
1946-60 
Year Total 
1946 $ 643,449 
1947 731,832 
1948 748,576 
1949 1,883,632 
1950 2,609,675 
1951 3,066,523 
1952 3,210,645 
1953 3,396,728 
1954 3,708,163 
1955 3,715,822 
1956 4,123,255 
1957 4,648,040 
1958 4,999,537 
1959 6,304,155 

1960 7,834,013 (Estimated) 
Total $51,624,043 








The Role of the Congress in 


Foreign Policy: 
Case: The Cuban Disaster 


By John Hickey* 


In the spring of 1961, a congressional committee began to con- 
sider the desirability of conducting an investigation of the long- 
term problems connected with the U.S. gold “crisis.” The re- 
action to the proposal varied with each member’s expectations 
of what the investigation might prove. Some supported the 
investigation in the hope that it would show that loose govern- 
ment spending is not central to the problem. Others showed an 
awareness of the administration’s fear that a factual study might 
further weaken the dollar by its revelations. The chairman of 
the committee supplied the clincher: “I wouldn’t upset the ad- 
ministration on anything like that.” But it may well be asked: 
What is the role of the Congress in “anything like that?” 


At about the same time, there was talk among congressmen 
of the desirability of a formal investigation of the disaster in 
Cuba. Again, reaction differed with expectations of what the 
investigation might prove. ‘‘Liberals” quickly mobilized in the 
fear that an investigation would “build up a narrative of how 
Cuba was lost’’ and they worried lest the narrative obscure the 
realities of the Cuban revolution as ¢hey saw them. On this 
basis they apparently deemed it better to risk keeping in high 
posts those whom an investigation might have pinpointed as 
having lacked the competence or the will to deal with such a 


* Mr. Hickey wrote “Pemex: A Study in Public Policy” in Inter- 
American Economic Affairs, Volume 14, No. 2. 
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situation. Again, it might be asked: What precisely is the role 
of the Congress in the field of foreign policy ? 

During the campaign for the presidency in 1960, there had 
been a curious lineup with respect to the Cuban disaster. Vice- 
President Nixon, who might have been expected to defend the 
Administration across the board, ventured instead the guess that 
“had we in effect perhaps five years ago (the new $500 million 
program that the President had just advocated), such a pro- 
gram might have produced economic progress in Cuba which 
might have averted the Castro take-over.””* On the other hand, 
John Kenneth Galbraith, a Kennedy economic adviser who might 
have been expected to stress that very point, took an opposite 
stand: “Money was not the missing ingredient in Cuba. Things 
would not have been improved there by more economic aid. 
They would have been helped by a strong and unqualified stand 
in support of representative government, individual liberty and 
social justice.” * The director of the U.S. Information Agency, 
who might have been expected to join proponents of bigger pro- 
paganda programs using Cuba as an example of the failures to 
date, insisted instead that “it is a great oversimplification to 
blame the rise of Castro—or his eventual fall—on propaganda; 
Cuba was not overwhelmed by Soviet propaganda or because 
there was a dearth of ours.”* Mr. Kennedy himself argued 
that the Eisenhower Administration had been “‘soft’’ on Castro, 
protested that Nixon “had never really protested the communists 
seizing Cuba, ninety miles off the coast of the United States.” 
But beyond his carping, he apparently had no notion of how 
he would have handled the situation, although he did come 
dangerously close to advocating outright intervention. 

By February 15, 1961, the battle for the presidency won, Mr. 
Kennedy could answer the question. “Have you determined 
whether any employee of our State Department was responsible 
or have any part in advancing the communist foothold in Cuba 
and if so will you take steps to remove them from office?” 


1On television broadcast, Meet the Press, September 11, 1960. 

2 Speech to American Association of Land Grant Colleges and State 
Universities, Washington, D. C.. 

8 Washington Daily News, November 14, 1960. 
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by saying “I think probably miscalculations were made by our 
country in assessing Cuba and—but I have no evidence that 
anyone did it out of any motive but to serve the United States.” * 
This, while the former Ambassador to Cuba, whose services 
so impressed Mr. Kennedy that he was trying unsuccessfully to 
install him in the Embassy in Switzerland, was testifying that 
‘U.S. Government agencies and the U.S. press played a major 
role in bringing Castro to power.” 


Did the Congress of the United States have a role to play - 
when the State Department was making the ‘‘miscalculations in 
assessment” which contributed to the disaster in Cuba? Did the 
Congress have a role to play when U.S. government agencies 
were playing “a major role in bringing Castro to power?” Did 
the Congress have a role to play when there was a need to take 
a strong and unqualified stand in support of representative gov- 
ernment and social justice? Did the Congress have a role to 
play five years before the new $500 million fund was advocated 
by the Executive? Did the Congress have a role to play when 
the men closely associated with the collapse of U.S. policy in 
Cuba and with the progressive deterioration of U.S. relations 
with Latin America generally were promoted to new and more 
important positions in the foreign policy field, as if to reward 
their previous association with the disasters of U.S. policy? If 
the answer is that the Congress did and does have a function 
in this field, how is it to be exercised? If the answer is that 
the Congress has no role in the foreign policy field other than 
to assent to Executive action, we are in grave peril because simul- 
taneously we are seeing an attack by the Congress itself on the 
press which must otherwise provide the only serious aid to 
enlightenment of the public. 

The chairman of the Senate Foreign Relations Committee re- 
cently brayed that “the so-called free press is one of the great 
hazards of a democratic society.”” Would he prefer that the press 
limit itself to parroting government handouts in the same fashion 
that his committee accepts without question or capacity for ques- 
ioning the trivia with which it is entrusted by the Executive 


4 Press Conference, February 15, 1961. 
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Branch? When Time Magazine published a common wise-crack 
regarding the viability of the Bolivian economy and followed it 
up, in the words of the USIA, with a report that “the Bolivian 
economy was in very bad shape,’ members of the House Appro- 
priations Subcommittee indicated they were prepared apparently 
to discipline this demonstration of the freedom of the press in 
the United States by a “bill of attainder..’ Said Mr. Allen, direc- 
tor of the U.S. Information Agency, in protest: “May I say that 
I think the Committee and the Congress should consider rather 
carefully before writing a bill of attainder against a particular 
book or magazine or newspaper.* 


A piddling sum was being spent by the U.S. government for 
Time subscriptions overseas. Congressman Rooney expressed 
the thought that “If we are spending considerable amounts of the 
taxpayer's money for this magazine and this magazine on two 
occasions caused serious trouble, do you think you should continue 
with them?” But it remained for Congressman Preston to point 
up the real issue: “All too often commentators and columnists 
of their own volition have said things that are seized upon and 
used to counteract the very earnest efforts that we are making to 
portray the truth to the world. It makes more difficult our job 
of using the truth to combat the big lie.” The fact was that 
for almost a decade the Appropriations Committee had meekly 
accepted Executive testimony claiming continuing improvement 
in the Bolivian situation that made early cessation of U.S. expendi- 
tures likely. And the truth, as Mr. Preston should have sought 
it, was that no progress was being made and that by 1961 the 
total collapse of the economy had become impossible to conceal 
even for the State Department in its relations with the Congress. 
Was it the role of the Congress to combat the truth as it was 
revealed in the press, or to challenge the big lies as they were 
brought in by the Executive branch? If the free press is elim- 
inated and the Congress continues to default on its function, 
what is left? 

At the moment when the State Department was fairly dripping 


5 Hearings Before the House Appropriations Subcommittee, ‘‘Depart- 
ment of State and Justice Appropriations for 1960,” pp. 24-29. 
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with its “leaks’’ to favored reporters, with its floating of trial 
balloons, an Assistant Secretary of State for Public Affairs asked 
the American press to re-examine itself in the light of its 
responsibilities. What is the primary responsibility? To de- 
fend the Executive branch from public knowledge of its errors? 
To print the “official line?” And if, meanwhile, the Congress 
has likewise abandoned its role, what remains? 


Information for the Congress. By choice, the congressional 
committees function blind. In the Latin American field, they 
have been junket-prone, uninformed, poorly advised. They have 
suffered from a basic judgment that there are no domestic-politics 
values in the Latin American policy of this government. 

The committees have no staff to challenge Executive testimony 
seriously, or to provide independent research findings. The facili- 
ties of the Legislative Reference Service of the Library of Con- 
gress are not adapted to effective exercise of judgment regarding 
the material presented by the Executive branch. The staffs of the 
committees are largely house-keeping groups. 

The committees make no serious effort to tap the growing body 
of expert knowledge among non-governmental specialists. They 
are not unwilling to rely on registered foreign agents, in fact 
are sometimes too willing to be influenced by agents who are 
simultaneously performing a function for foreign principals, and 
they perceive no conflict of interest in seeking out recommenda- 
tions of foreign agents, even financing such services. 

The committees go abroad—individually or collectively—with 
inadequate briefings, they cannot possibly evaluate material 
picked up haphazardly in the course of a day or a week abroad, 
and they customarily deliver findings whose value is commensu- 
rate with the faulty effort put into the research in the field. 

Year by year, the testimony presented by the Executive branch 
goes untested against testimony presented previously so as to de- 


6 See U. S. News and World Report, December 5, 1960, p. 128, for 
the text of an address by Andrew H. Berding, Assistant Secretary of State. 
See also John M. Cabot, Toward Our Common American Destiny 
(Fletcher School, Medford, Mass.) Mr. Cabot’s notions of the responsi- 
bility of a free press are interesting. 
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termine its validity. Where large investigations are commis- 
sioned, there is no absence of politics in the selection of specific 
investigators, the product is all too often un-read, and delivery 
of the findings customarily comes too late to influence action. In 
other words, the mechanism is faulty. Coupled with the view- 
point that capital cannot be made in domestic politics out of the 
Latin American field, the position is fatal. 

Let us examine the policy-making machinery at work: 

On June 4, 1952, Secretary of State Dean Acheson told the 
House Appropriations Subcommittee on Mutual Security Appro- 
priations that “the situation in Latin America is pretty good. It 
is not altogether as good as we would wish. There has been 
great instability and trouble in Bolivia. We have been concerned 
for a long time about developments in Guatemala. Aside from 
that I do not believe there has been any dangerous development 
in South (sic) America.” 

This theme persists throughout the 1950s in testimony of Demo- 
cratic and Republican regimes alike. “The situation is pretty 
good.” And of course, politically and economically and strategi- 
cally, it was a grave mis-reading of the situation. 

April 20, 1953: 

Senator Bridges: What about the rumor that comes constantly 
to members of Congress that our effectiveness in South America 
and Latin America has broken down and that our relationships 


are not as good as they should be? That rumor is repeated con- 
stantly by press and radio. 

Deputy Asst. Secretary Mann: Generally speaking, our rela- 
tions with Latin America insofar as our political problems are 
concerned are very good. They have voted in the UN along 
the same lines that our government has taken on all the critical 
issues on the East-West problem. There are a number of diffi- 
cult problems, principally of an economic character.® 
June 17, 1954: 

Senator Fulbright: 1 would like to ask this: Don’t you think 
that these figures (data on relative development of U.S. and 
Latin America) indicate that we have not done a very good job 
in assisting these people develop and that we ought to do much 
more than we have? 


* Hearings before the House Appropriations Subcommittee on Mutual 
Security Appropriations for 1953, p. 237. 

8 Hearings before Senate Appropriations Subcommittee on State De- 
partment appropriations for fiscal 1954, p. 1117. 
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Asst. Secretary Holland: No. I think that excessive activity 
of this character is counterproductive. 


Senator Fulbright: 1 confess I don’t know much about this 
area. I have never been south of the border. This program 
being so little, is it not probable that the communists will say 
‘Look, after all these years your friendship with America leaves 
you with . . .” I will not repeat the figures. ‘‘And there is no 
hope if you go along with them.” 

Asst. Secretary Holland: You don’t buy anti-communist convic- 
tions with money. 

Senator Fulbright: What do we say to our friends—‘‘why 
haven’t they done better?” 

Asst. Secretary Holland: That is right.® 
February 18, 1960: 


Congressman Sikes: 1 interpret your previous answers and 
statements to indicate that there is an overall improvement in 
economic conditions in Latin America. Is that right? 


Asst. Secretary Rubottom: Yes, sir.'° 


By the end of 1960, of course, the Executive Branch had 
come to realize that the nonsense fed so successfully to the Con- 
gress during the 1950s could no longer be offered except as a 
joke. It was now safe for Under-Secretary of State (later to be 
Kennedy’s Secretary of the Treasury) Dillon to admit: ‘Economic 
prosperity fell drastically in the 1950s in South America and we 
were perhaps a little slow in doing something about it.” ** 

It may properly be asked whether, after a decade of asking 
questions and getting the same answer, the Congress had any 
function other than sitting back in satisfaction. Senator Bridges 
had noted that press and radio were concerned at what was 
happening in Latin America. Independent commentators the 
country over were concerned at the state of affairs in Latin 
America and particularly at the deterioration in key U.S.-Latin 
American relations. 

Was the only device available to the Congress to provide 
a junket for members and then hear their ill-informed hasty con- 


° Hearings before the Senate Foreign Relations Committee on Mutual 
Security for 1954, p. 365. 

10 Hearings before House Appropriations Subcommittee for State De- 
partment Appropriations for fiscal 1961, p. 321. 
11 Philadelphia Evening Bulletin, September 16, 1960. 
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clusions? In December 1957, Senator Aiken, who was later 
to be lauded as “Mr. Latin America’ on the floor of the Sen- 
ate for the “excellence’‘ of one of his reports spent 14 days in 
the Caribbean. As a result of this exhaustive study, he was 
able to inform the Senate that “despite incidents and despite 
internal trouble in some parts, the general situation in the Carib- 
bean today as far as the United States is concerned is good.” ’ 
How wrong can a man be? 


In the Dominican Republic, Senator Aiken had found the 
economy sound, the social security system about to provide better 
benefits relative to income than that of the United States, stability 
politically such as to make the word an understatement. He had 
found it inconsistent to refuse to sell the Dominican Republic 
fighter planes after undertaking to train their pilots and other 
military personnel. He had found the Republic badly in need 
of a destroyer-escort. And whatever the grounds for with- 
holding such defense equipment, he warned that “it should also 
be kept 1 in mind that this same country would play an important 
part in our Caribbean defenses should we ever become menaced 
by hostile submarines.” *° 

In Cuba, Senator Aiken concluded that “happily for the United 
States and and given the continuation of present attitudes, if 
there should be a change in the Government of all Cuba it is 
difficult to conceive of the possibility that any new regime would 
be unfriendly to the United States . . . American businessmen 
in Cuba sense no resentment against the large measure of U‘S. 
economic participation in Cuba . . . The Communist Party in 
Cuba probably does not represent a substantial threat at this 
time although of course it is doing everything it can to stir up 
trouble. From my observations, any open Communist activities 
would enjoy short shrift.” * 

Senator Aiken’s visit represents one of the devices available to 
the Congress to improve its information. Another would be the 
formal investigation by experts. It was not until the Nixon 


12 Report of George D. Aiken: Study Mission in the Caribbean Area 
1957 (Washington 1958), p 22. 

13 Ibid, p. 12. 

4 [bid, p. 3, 5. 
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visit that the Congress was sufficiently aroused to accept the 
need for an investigation, whatever might be the assertions of 
the State Department as to the lack of need for becoming con- 
cerned. At this time, Nixon’s visit had become front-page news, 
it was profitable to try to capitalize politically on this fact. Sena- 
tor Morse, chairman of the Foreign Relations Subcommittee on 
Inter-American Affairs, always headline-sensitive, jumped in with 
a proposal for funds and a serious investigation. After some 
scrutiny of this particular candidate for leadership of the investiga- 
tion and a recognition that such leadership could not easily be 
avoided, Mr. Morse was entrusted with the investigation. That 
was the beginning and the end of the investigation. As a face- 
saving device, some contracts were let for studies of an academic 
character, there was no serious effort to mobilize the best minds 
of the country in this field, there were no hearings. The in- 
vestigation died, without serious effect on the problem. At no 
time, did the Senate take the Latin American problem seriously 
enough to raise questions as to the use that was being made of 
the funds, as to the urgency of the problems which were theoreti- 
cally under investigation. The domestic political values attach- 
ing to an investigation, in the minds of the Senators at all in- 
terested, were not sufficient to warrant an expression of concern 
over the manner in which this great opportunity to be of public 
service had been botched deliberately. 

Can it be admitted that during the 1950s, when the Congress 
was being told repeatedly that “all was well’, it had no role 
but to accept the “word?” 


Let us next look at the development of the Cuban situation: 
February 28, 1952: 

Senator McCarran: You know some of these countries are 
being infiltrated, do you not? What about Cuba? They have 
been there for a long time. 

Asst. Secretary Miller: The situation is very serious. I think 
they do operate in Cuba. And have had a degree of influence in 
Cuba. 

Senator McCarran: Degree of influence? Why, they have 
control of it. They have that full cell. Is that all you know 
about it? 

Asst. Secretary Miller: Sir, my family has lived in Cuba for 40 
years. My father until his death operated the largest enterprise 
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in Cuba. I believe the situation in regard to communist penetra- 
tion in Cuba is a serious problem. I am not trying to mini- 
mize it. I was just trying to say that I do not think it is as 
serious today in Cuba as it is in Guatemala.1® 


March 31, 1958: 

Chairman: Is there any increase in communist penetration 
anywhere in your area (Latin America) ? 

Asst. Secretary Rubottom: 1 do not know that there is any in- 
crease in communist penetration but I think that the communist 


threat is present and is one that we have to be prepared to 
meet.1® 
April 1, 1958: 

Mr. Rubottom: When a period of tension arises such as we 
now see in Cuba, we can only sit on the sidelines and hope and 
pray that the people will find a peaceful solution to what has 
become an increasingly terrible thing. We are sometimes ques- 
tioned as to why we support dictatorships. We do not actually 
support any government. Our purpose is to maintain relations 
with the countries on as satisfactory a basis as possible in the 
interest of the U.S. and the U.S. alone. We do not attempt to 
cast judgment on the kind of government they have.” 17 


June 3, 1958: 

Mr. Morgan: Have they (the communists) advanced in any 
one particular country where they are a threat now? Have they 
advanced in any one country to the extent that they have reached 
where they could seize power? 

Asst. Secretary Rubottom: No, sit. 1 do not believe they are 
at a point where they could seize power in any country in Latin 
America. No, sir . . . I do not think they represent an im- 
mediate threat of takeover in any government in Latin America 
at this time.?® 


June 6, 1959: 

Mr. Gary: Castro is pretty well surrounded by a number of 
communist sympathizers ? 

Asst. Secretary Rubottom: I would not say surrounded. (Italics 


added.) 


15 Hearings before Senate Appropriations Committee on State De- 
partment Appropriations for fiscal 1953, p. 196-97. 

16 Hearings before the Senate Foreign Relations Committee on S. 3318, 

. 442, 

17 Hearings before the House Foreign Affairs Committee on Mutual 
Security Act of 1958, p. 1561. 

18 Hearings before the House Foreign Affairs Subcommittee on Intre- 
American Affairs, “A Review of the Relations of the U.S. and Other 
American Republics,” p. 15. 
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Mr. Gary: That is encouraging. I am just trying to get the 
facts on the record.?9 
November 5, 1959: 

General Cabell: Our conclusion is that Fidel Castro is not a 
communist. However, he certainly is not anti-communist.. . 
He has delegated authority in key areas to persons known to 
be pro-communists or who are susceptible to exploitation by 
communists . . . In their attempt to influence Castro, the com- 
munists are known to be utilizing five principal channels, 
first, they are seeking to influence him through his close 
associates who are generally known to be pro-communist.” *° 
March 15, 1960: 

Mr. Farbstein: In your opinion, is the Cuban government 
communist ? 


Asst. Secretary Rubottom: 1 do not know whether the Cuban 
government is communist. I would say that it does not make 
a lot of difference insofar as the treatment given the U.S. because 
the expressions of anti-Americanism by Premier Castro and others 
have been so severe that they play directly into the hands of the 
communists.?1 


Two rules apply to the relationship of the Congress to the 
Cuban question during the period from which Hearings are 
quoted: (a) The quality of any investigation depends on the 
ability to ask effective questions. In the case of the Congress, 
there was no staff to help in formulation of questions or in 
evaluation of answers, and it was only very late in the game 
that a few congressmen began to realize that this situation might 
have serious domestic political values attached to it. (b) The 
Executive never gives the Congress any more information than 
it absolutely has to. Even in 1961, a congressman could have 
derived infinitely more information from reading an article on 
Cuba in the British monthly Encounter than he could pick up in a 
month from his lame interrogation of Executive Branch wit- 
nesses. During the whole critical period in question, the Con- 


19 Hearings before the House Appropriations Subcommittee on Mutual 
Security for 1960, p. 728. 

20 Hearings before the Senate Internal Security Subcommittee, ““Com- 
munist Threat to the U.S. Through the Caribbean,” p. 163. Cabell was 
Deputy Director, Central Intelligence Agency. 

21 Hearings before the House Foreign Affairs Committee, ‘Mutual 
Security Act for 1960,” p. 868. 
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gress got little more than shots-from-the-hip answers to questions 
emanating from casual almost idle questioning. 

There is an exception, namely, the matter of military assistance 
to Cuba. There had long been a body of opinion in the Congress 
that challenged the whole concept of military assistance for 
hemispheric defense. “I do not see yet,” said Senator Fulbright 
in 1956, “that this military program has any significance to the 
defense of the hemisphere.” ** It must be remembered that here 
the Congress exercises a direct role. It can vote the money for 
hemisphere military cooperation, or it can refuse the money. It 
can challenge the judgment of the joint chiefs or staff or it 
can accept it. 

The position of the State Department has been well stated by 
Assistant Secretary Rubottom: ‘There are three principal charges: 
first, that our military program has stimulated Latin American 
countries to make heavy expenditures on armaments; second, that 
the program has the effect of maintaining dictators in power; 
third, that it is a costly wasteful and otherwise undesirable 
approach to the real necessities of hemispheric defense which 
could be met by creating a small collective inter-American force. 
Regarding the first charge, this program is not designed to en- 
courage heavy military expenditures; the program does not con- 
stitute U.S. endorsement of the present size and character of Latin 
American military establishments. Second, during the period of 
U.S. military relations with Latin America there has been a 
notable increase in the number of constitutional regimes in the 
area which refutes the allegation that our military program has 
impeded the growth of free political institutions. And on the 
third point, it would have to be approved by all the rest of the 
countries together (the inter-American force) and it is a matter of 
public record that there has been quite a bit of criticism advanced 
from our Latin American friends about this kind of unit.” * 
Colonel Hanford, regional director for the Department of De- 
fense, noted also that with respect to the Costa Rican proposal 


22 Hearings before the Senate Foreign Relations Committee, “Mutual 
Security for 1956”, p. 286. 

23 Hearings before the House Appropriations Subcommittee, ‘Mutual 
Security for 1961,” p. 1879. 
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regarding a moratorium on arms, ““Ambassador Facio made the 
proposal to the Organization of American States and it was 
not well received by the other Latin American countries who feel 
their sovereign ability to maintain armed forces is their own 
right.” *4 


It might perhaps be noted that despite the great amount of 
publicity, the military aid program for the hemisphere had been 
of small proportions, absolutely and also in comparison with the 
Latin Americans’ total defense outlay. In the fifteen years ending 
in 1960, annual military aid by the United States to Latin Amer- 
ica averaged $35 million of which $10 million annually went 
to Brazil. During most of the period, military supplies and 
services were freely available elsewhere in the world, so that 
outright purchases to replace U.S. supplies would not have been 


difficult. 


In the case of Cuba, “the joint chiefs had determined that there 
is a military necessity for aid to Cuba, they have established the 
force bases, they have said that in any future emergency these 
will eliminate the possibility of our having to furnish for example 
these particular ships for anti-submarine warfare, these particular 
aircraft to patrol the coast.’ A million dollars per year was 
spent in net military grants to Cuba. And the Cubans bought 
their other requirements, usually with an open choice between 
other suppliers and the United States. When Mr. Dulles was 
asked in early 1958: “You have a considerable increase for mili- 
tary assistance to Cuba. Is that due to the trouble they are hav- 
ing down there between the government and Castro?”” Mr. Dulles 
replied: “It has no bearing whatsoever on that. It is to enable 
Cuba to discharge its allotted part in hemispheric defense. We 
do not supply arms to enable the government to carry on domes- 
tic warfare. Recently when there was a shipment of arms about 
to be made, which had been bought and paid for outright by the 
Cuban government, not part of our aid program at all, we never- 
theless suspended the shipment for export, and the Cuban govern- 
ment accepted that.” *° 


4 Hearings before the House Foreign Affairs Committee, “Mutual 
Security for 1958,” p. 1565. 
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It had always been recognized as one of the risks of the hemi- 
sphere military cooperation program that a government might in 
case of emergency violate its pledges not to use the equipment 
against internal opposition (except in case of communist attack). 
Exactly what could be done with effect if a friendly cooperating 
government violated its pledges was not clear. There could be 
a cessation of cooperation, there could be vigorous protest. In 
the case of Cuba, the U.S. acted promptly when allegations were 
made regarding the use of U.S. equipment for internal political 
purposes. “I cannot say categorically (that U.S. military aid is 
not being used by Batista against the Cuban rebels) ,”’ Mr. Rubot- 
tom told the Senate Foreign Relations Committee on March 31, 
1958. “I think there is evidence to believe that some of it may 
have been used there in one of the recent important uprisings. 
We have been in consultation with the Cuban government on that 
score and have certainly brought to their attention their responsi- 
bilities under the Mutual Assistance Act.” *° 


His interrogator then introduced 47s concept of the role of the 
Congress: 


Senator Morse: What would your reaction be if this committee 
should decide to send a fact-finding mission to Cuba to de- 
termine whether or not our arms aid to Cuba is in the interests 
of our country? Do you think it would create problems between 
the State Department and Cuba if this committee decided to send 
a special mission to take a look at the situation? .. . I am 
perfectly satisfied if we were to send a mission down there you 
would be shocked by what you discover has happened under this 
dictator...” 

Mr. Rubottom was firm. ‘“‘I think in the present context of 
events there that it probably would (create special problems). 
I feel in the present circumstances there that that would be 
played up by many of the Cubans as unwarranted intervention 
in their internal affairs.” 


The idea of even a suggestion of allowing a headline-hunter 
like Morse to intervene in the Cuban affair at that critical junc- 
ture is a shattering indication of the confusion in the minds of 


25 Hearings before the House Appropriations Committee, ‘Mutual Se- 
curity for 1959,” p. 309. 

26 Hearings before the Senate Foreign Relations Committee on S. 3318, 
p. 442. 
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the Congress regarding its role. But we reach more closely to 
the point when we proceed with the testimony. Colonel Han- 
ford told Morse: “Our international agreements that we keep 
in the area are in the security interests of the United States and 
the hemisphere as a whole.”” Senator Morse, whose stature as a 
military expert is open to question, replied: ‘That is your assump- 
tion. I do not share your assumption. That is the assumption 
you military make...” Now, clearly, the time for the Congress 
to exercise its judgment is when the military appropriations pro- 
posals are laid out for its inspection. Having approved a pro- 
gram, it must seriously be questioned that its role is correctly 
defined when it proposes to inject itself in a matter of the greatest 
delicacy overseas, to intervene in the internal affairs of another 
country. And all this with a depth of ignorance that is its great 
characteristic.** 


In 1961 Mr. Kennedy named to head the Export-Import Bank 
the director of one of the Cuban expropriated sugar companies, 
a man who had as late as December 1960 been buying shares in a 
Cuban expropriated sugar company, a man heavily interested 
also in a company with large petroleum commitments. You will 
recall that in the early days of the Castro regime, there was a 
tendency to differentiate between the “good” that had come to 
the Cuban people from the new regime, and the attack on U‘S. 
private financial interests. On February 18, 1960, for instance, 
the State Department was asked: “Are the Cuban people bene- 
fiting actually from Castro's activities and his expropriations of 
private property and other activities?” The reply followed: 
‘Informed observers have told me that the Cuban people up 
until now have at least enjoyed a relatively higher degree of 
freedom from outright repression than before. They have ap- 
parently had a government which was operated honestly. They 
have had a wider distribution of wealth. They have seen in the 
revolutionary government what appeared to be the answer to 


27 Mr. Morse exhibited a memorandum he had received from some 
Cubans in exile dealing with the Batista situation. Senator Aiken asked 
whether they were by any chance associated with a preceding regime under 
which “some ran off with the Cuban Treasury.” There was no identifi- 
cation of and no capacity to identify the source of the material. 
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their dreams and their aspirations for both political freedom 
and a better way of life. On the other hand, the actions taken 
by the new government have destroyed one industry (tourism). 
We understand other industries are beginning to feel the impact 
of the very obvious drive of the government to take over and in- 
ject itself into what was before one of the staunch private enter- 
prise economies of the hemisphere.” * 


It is not too much to say that the policy of this government in 
creating an “image’’ with respect to the Cuban situation was not 
that of appearing as simply a defender of a few sugar com- 
panies, as a bill-collector for three oil companies, or even as 
an advocate (with power to exercise sanctions) of the free enter- 
prise system. The “image” which Mr. Kennedy hoped to estab- 
lish for the U.S. in this case presumably was that of the advocate 
of freedom, the advocate of the dignity of man, the defender 
of the right of the people to select their governmental leaders 
in proper elections. 


Now, the Export-Import Bank is only one agency of the U.S. 
government. But its prestige in Latin America over the years 
has been high, and its contribution to the U.S. “image” good, 
despite fearful mismanagement of policy at times. The Bank 
in 1961, a businessman’s newsletter has pointed out correctly, 
faced three central decisions: (1) The decision whether to accept 
the greater flexibility in lending which the President’s task-force 
and most congressional reports had recommended, and which 
consisted fundamentally in making loans to government petroleum 
entities in Latin America; (2) Decisions stemming from partici- 
pation in the planning for U.S. action in the even that freedom 
was restored in Cuba. This meant the scope of financial assistance 
that would have to be forthcoming from the Bank and other 
U.S. entities, and the relationship that this aid would bear to the 
manner in which the U.S. “suggested arrangements for the 
recovery of U.S. companies in Cuba that had been expropriated; 
and (3) The decision whether to continue the evacuation of the 
development-financing field for Latin America which was started 


28 Hearings before the House Appropriations Committee ‘State Depart- 
ment 1961”, p. 321. 
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under Eisenhower and which had helped bring on the crisis in 
U.S.-Latin American relations.” 

The Bank had direct operating responsibilities in Cuba as a 
result of large loans to companies now expropriated. It partici- 
pated in major inter-departmental committees which made de- 
cisions in the field of international finance, taxation policy, etc. 
In fact, on the same day that Senator Keating demanded “‘a com- 
plete embargo by the OAS against exports from Cuba in order 
to drive Castro from power, establishment of a Cuban govern- 
ment in exile, and so on,” he presented Mr. Kennedy's candidate 
for the Bank post in these words: “This is an extremely critical 
post especially in the light of the great importance of our nation’s 
economic and trade relations with every country of the world.” 

In this situation, the role and the responsibility of the Congress 
-were clear, its potential contribution to the “image” of America 
obvious. Yet, until a reporter slipped one of the members of the 
Senate Banking and Currency Committee a note on the nominee's 
relationship to the policy-making matters confronting the board, 
the Committee was ready to put through the nomination without 
challenge. Now, turn to the hearings: 


Senator Proxmire: 1 have just been informed that at one time 
you were listed by the SEC as trading in Cuban sugar stocks. 
Do you own any now? 

Mr. Linder: Yes, sir. I have never traded in the stocks. I have 
bought them and may have sold some of them but I am not in 
any sense a trader. 

Senator Proxmire: Do you not recognize that there is a possi- 
bility at least of a developing conflict of interest? 

Mr. Linder: Well, sir, as far as this particular company is con- 
cerned, in effect all its properties have been expropriated and 
what we have left is a very very questionable value. This is 
a Cuban company . . . it is worth only a purely nominal amount 
today and it is nominal only because the market in New York 
regards this as a possible claim if matters with Cuba are ever 
settled. (italics added). 

Senator Proxmire: But it is certainly conceivable the situation 
may change in Cuba. These claims may at least be in part valid 
and good. You might then be in a position which would 
tesult perhaps in development of transactions that involve the 
Bank. 


28 Hanson’s Latin American Letter, March 4, 1961, p. 1. 
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Mr. Linder: If that ever occurs, I shall undertake to rid my- 
self of these shares. 


Senator Proxmire: Do you not feel that as President, this 
might have an effect on the employees of the Bank? After all 
you are the chief and these are human beings and they know of 
your interest. Is that not likely to compromise their decisions? 

Mr. Linder: I think not. 


Senator Proxmire: 1 have just had a message that the SEC 
shows you bought stocks in Cuban companies as late as Decem- 
ber 1960. Is that correct? 


Mr. Linder: That was precisely the same transaction. I am 
not a buyer or seller for short-term profit. These shares have 
a very nominal value.”’ °° 

Senator Proxmire had in mind apparently that a man buying 
Cuban expropriated company stocks as late as December 1960 
for the long pull, which the man feels might appreciate on the 
basis of what happens in Washington if the new Cuban govern- 
ment is persuaded to pay off, might conceivably be involved in a 
conflict of interest in a post which must figure in the financing 
and other decisions used to persuade the new Cuban government. 
And the inability to recognize this was more important than the 
willingness expressed by the nominee to sell the shares presumably 
at a profit if there should be a conflict of interest recognized when 
the adjustment is under way. What were the nationalists abroad 
to conclude and publicize when they find elevated to this “‘ex- 
tremely critical post” a man with a background in the direction 
of expropriated properties and still a holder of securities in the 
company bought as late as December 1960? At this critical 
moment in Cuban-American relations, did the Congress have any 
responsibility for the effect on the “image” of the U.S. abroad? 


Again, return to the hearings: 


Mr. Linder: General American Investors Company is a com- 
pany with which I have been identified for sixteen years. I own 


80 See Hearing before the Senate Banking and Currency Committee on 
“The Nomination of Harold F. Linder, to be President of the Export- 
Import Bank,” February 24, 1961. While press attention was devoted 
more heavily to the nomination of Charles M. Meriwether to be a 
member of the Board of the Bank, and the issue of the “image” of 
America was raised more noisily in that case, the Linder nomination 
was the crucial decision-making nomination which should have mobilized 
the fuller concern of the Congress. 
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an appreciable amount of stock in it. Its portfolio includes 
a good many companies. However, they are not heavily con- 
centrated holdings—with one or two exceptions which happen 
to be in the oil business—with which (the oil business) the 
Bank has never done any business and so far as I know has no 
intention of doing business (italics added), on the theory that 
private industry is well able to handle it.” 

Does this mean that the decision had already been reached by 
Mr. Linder to ignore the growing demand for greater flexibility 
in loans at the Bank? Who then spoke for the new administra- 
tion with respect to doing business with the state petroleum en- 
tities? If the Bank already had made up its mind, it must be 
that the new nominee was sympathetic to the viewpoint, since 
otherwise he must recognize a conflict of interest. But it was 
precisely this major decision, which would greatly influence the 
course of U.S.-Latin American relations, which would have to be 
participated in by the nominee to the Bank. And some of the 
companies represented in the portfolio in which the nominee had 
an appreciable interest had long opposed Exim Bank assistance 
for foreign oil entities. The Congress perceived no conflict of 
interest. What was Latin America to think? 


Again, one of the companies in which the nominee was a direc- 
tor was reported to be heavily involved in an Argentine petroleum 
contract, at a time when U. S. policy including Exim Bank loans 
was so intertwined with these concessions and contracts that it 
was commonly said that the relationship was that of quid pro 
quo—loans from Exim stemmed from the willingness to grant 
contracts and concessions on terms largely dictated by the conces- 
sionaires. Again, in the portfolio of which the nominee spoke 
was an investment in a company whose quest for a concession 
in Brazil might well become the focal point in U.S.-Brazilian 
relations under the Quadros regime and affect definitely any activ- 
ity at the Exim Bank. 


There are places and times when it is difficult to see where the 
Congress can exercise a role and a responsibility. In the situation 
we have been discussing, it is clear that there was an action role. 
Instead, the Committee closed publicly with a pledge that the list 
of companies in which the nominee owned stock would be made 
available to the public, and it closed its secret executive session 
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with the further stipulation that he would be required to file 
confidentially his exact holdings in each company. And the Sen- 
ate approved the nomination. 

If the role of the Congress in the case of key appointments 
subject to confirmation by the Senate is easy to understand, its 
capacity for effective action in the case of appropriations is even 
easier to comprehend. Yet, the pathetic manner in which it 
exercises this function strikes hard at the roots of the democratic 
system of government. Take the case of the Bolivian aid pro- 
gram: 

For almost a decade, appropriations were wrested out of the 
Congress in terms of the alleged imminence of economic recovery 
such that it would shortly obviate grants and concealed grants. 
Politically, the Congress was led to believe that we were averting 
gains in Bolivian politics by the extreme left among the elements 
that had brought the so-called social revolution into being. Yet, 
by 1961 the economic deterioration had become so great that the 
Department of State hardly dared to attempt to conceal it and 
instead used the chaos as a valid excuse for enlarging the grants 
and concealed grants! And the gains by the extreme left poli- 
tically had been such that the Department was now allowing it- 
self to be shown the “correct forms and magnitudes of aid” by 
the very leftist leadership which had opposed the U.S. program 
for a half-dozen years and which had been feared for its obvious 
hostility to the United States! The very leftist leadership, whose 
“threat to U.S. interest” had been used to persuade the Congress 
to continue to appropriate! 

When the American Embassy in La Paz in 1955 was reporting 
sharp declines in the general economic condition, sharp declines 
in real wages and in productivity at the confiscated mines and a 
general deterioration in labor discipline, and when reports were 
general that American aid was not reaching the people in the 
form and at the cost intended, the State Department told the Con- 
gress that “it is not in the least excessively opimistic to say that 
if the progress that has been made heretofore in this field is 
continued in a normal and wholesome manner, within the next 
short while the Bolivian people will achieve the ability to stand 
on their own feet and to sustain themselves without outside 
assistance.”’ ** 
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“By 1956,” the State Department informed a Senate Committee, 
“it is hoped that political entrenchment and social and economic 
progress will have reached a point at which such support can 
be sharply tapered off and utimately no longer required.” There 
was of course nothing in the situation and nothing in the analyses 
of the American Embassy to warrant such a conclusion. By 1957 
the Department had the gall to say that ‘progress is being made 

. we can hope that the corner has been rounded . . - the 
Bolivian economy is getting stronger’ even though simultaneously 
the Embassy was denying such nonsense. And when Senator 
Fulbright read a business newsletter and asked the State Depart- 
ment to reconcile its summary of an Embassy Report with what 
the Department was telling the Congress, the State Department 
testified that the newsletter “had taken certain sentences out of 
the context. This was not true of course. The deterioration 
continued. Each appropriation time rolled around with the State 
Department asking for ‘“‘one year more’, “two years more’, al- 
ways asserting that progress was being made when the Embassy 
could not locate any cause for such optimism. 


During this whole period, such is the machinery of the Con- 
gress that no one ever bothered to check the annual assertions 
to see whether there might be something wrong with this repeated 
testimony. When finally a congressional committee dug up evi- 
dence of highly incompetent or improper activity in Bolivia on the 
part of certain officials and even saw fit to identify some of the 
alleged incompetents, the Congress still showed no interest. And 
when the State Department quietly moved one of those involved 
to a higher position stemming from the new intention to raise 
the grab-bag to $500 million per year for the so-called social- 
welfare assistance, no one in the Congress saw anything wrong 
with this. 


_ Politically the Bolivian program had been put to the Congress 
in terms of a calculated risk, in the knowledge that the communists 
had helped bring the regime into being, and very much along 
the lines of the findings of a very excellent academic study pub- 


34 Hearings before the House Foreign Affairs Committee on the Mutual 
Security Act of 1955, pp. 308-311. 
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lished in 1961, which concluded that if the U.S. cannot find the 
means to enable “the moderates to gain political strength . . . 
Otherwise the U.S. must face the virtual certainty that eventually 
Bolivia will be governed by the MNR left, with Juan Lechin 
as most probable president—a man who has built his career on 
hostility to the United States.” ** As the Executive Branch in 
1961 combed its resources for funds available without immedi- 
ately going to the Congress, and as it prepared to seek even larger 
funds from the Congress for Bolivia, the program had made so 
much progress that the Bolivian negotiator in Washington was 
Juan Lechin, and the focus of the shift in the nature of the 
operation was repair of the damage that had been done to the 
economy by the uncompensated confiscations. Previously, the 
USS. had refrained from financing the confiscations since confisca- 
tion without compensation was a risky thing for the U.S. Govern- 
ment to encourage. Now, Mr. Lechin pointed the way for the 
State Department. Yet, nowhere in our Congressional machinery 
was there effective interest in what had happend to the seven 
years of misinformation and misleading analyses such as only an 
ignorant legislative body could have accepted. 


Conclusion. During the 1950s there was a profound deteriora- 
tion in U.S. relations with Latin America. The Cuban disaster 
was not the only area in Latin American policy where in Presi- 
dent Kennedy's words ‘“‘miscalculations were made in assessing.” 
The Congress, however, cannot shake off responsibility in this 
situation. It appears to have made an initial judgment that 
there were no votes domestically in this Latin American situa- 
tion. (And it may even have been wrong in this judgment— 
even though an academic observer should hesitate to challenge 
such a body of politicians—for the American people do place 
the good-neighbors in a special category relative to the whole 
“foreign” field, and they would have been receptive to effective 
action to prevent the deterioration and might possibly even have 
rewarded the politician who ventured to help in the problem. 
Executive Branch testimony delivered in an atmosphere of ignor- 


82 Social Change in Latin America Today (Published for the Council 
on Foreign Relations by Harper & Brothers, New York, 1961), p. 176. 
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ance on the hill represents virtually an abandonment of responsi- 
bility by the Congress, and there is no indication in the Latin 
American field during the decade under review that the Congress 
recognized this deficiency in its procedure. The Congress has 
tended to attach considerable importance to the junkets, but how- 
ever broadening travel may be and however relaxing the tours 
may be, there is no evidence in the reports emanating from 
these trips that a day or two or three in a foreign country suffices 
for a Congressman or Senator to bring back useful appraisals 
of the situation abroad. Under the circumstances, it is impera- 
tive that the Congress avoid interference with a free press and 
that it show a bit more appreciation of the values attaching to 
a free press, for in the absence of the effective exercise of the 
responsibilities vested in the Congress, the press becomes even 
more important in matters of foreign policy. 
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